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STATE OF NEW HAMPSHIRE

OFFICE OF THE GOVERNOR

To: The Honorable Members of the Legislature
and the Citizens of the State of New Hampshire

I am pleased to accept the Fiscal Year 2004 State of New Hampshire Comprehensive Annual Financial Report.

New Hampshire fared better than most states during the recent eco-
nomic downturn. We have limited the growth of government spending Total General Fund Equity
and turned a projected deficit into a $15.3 million surplus for fiscal year In Millions

2004. We could not have accomplished this without the hard work of |$200
our state employees. We must continue to live within our means and
not grow government at a rate faster than the income of the people |$150 +
supporting it.

Together there is a lot for us to be proud. We passed the first budget $100 +

in decades that did not contain any new taxes or tax increases. We
reformed education by initiating “Real World Learning” to transform
how we deliver public education; raised private donations to fund laptops
for 7th grade students, teachers, and administrators; and launched the $ ‘ ‘ ‘ ‘ ‘
“Governor Benson 3-6 after school challenge” to provide a safe 1999 2000 2001 2002 2003 2004
environment for kids and help working families manage. During the
same period, unemployment decreased from 5% to 3.5% and 1,000 more
businesses started in 2003 than in 2002. We brought entrepreneurial spirit to state government by sponsoring several Entrepreneurial
workshops, without any taxpayer money, to teach NH citizens how to start and grow their own businesses.

$50 +

We also partnered with private industry to host the largest state sponsored business
plan competition in the nation, awarding over $250K to the winner. We promoted
a “Nursing Bridge” program that expands the availability of nursing professionals.
We provided access to lower cost prescription drugs through Canada and brought
competition to our insurance market. We initiated efforts through the Department
of Health and Human Services to revolutionize Medicaid. We created an “Efficiency
Commission” that identified over $400 million in potential savings. Finally, we
consolidated all IT resources that the state has, in order to make state government
more efficient, secure, and responsive to citizens needs.

In short, we strengthened the New Hampshire Advantage. In fiscal year 2004
New Hampshire was recognized as the:

Most livable state in the US;

Healthiest state in the US;

27 Jowest tax burden;

Lowest poverty rate;

Highest median income;

27 Jowest number of uninsured residents;
7th most economically free;

One of the safest state; and

Highest SAT scores in the nation

© 0000000 oo

It has been an honor to serve as your Governor for the past two years. I want to
thank all the citizens for their contributions to improving our state.

Very truly yours,

L L/

Craig R. Benson

Return to Table of Contents STATE HOUSE, CONCORD, NH 03301 (603) 271-2121
TDD Access: Relay NH 1-800-735-2964
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State of New Hampshire

Selected State Officials
For the Fiscal Year Ended June 30, 2004

Executive Branch

Executive Council

Attorney General

Treasurer

Secretary of State

Governor Craig Benson

Raymond S. Burton, District 1
Peter J. Spaulding, District 2
Ruth L. Griffin, District 3
Raymond J. Wieczorek, District 4
David K. Wheeler, District 5

Kelly A. Ayotte
Commissioner of Administrative Services
Donald S. Hill

Michael A. Ablowich

William M. Gardner

Judicial Branch

Chief Justice of the Supreme Court
John T. Broderick Jr.

Legislative Branch

President of the Senate
Thomas R. Eaton
24 Senators

Speaker of the House of Representatives
Gene G. Chandler

400 Representatives
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STATE OF NEW HAMPSHIRE
ORGANIZATION CHART

New
Hampshire
Citizens

Senate Governor Supreme Court

House of Representatives and Superior Court
Legislative Services Council District Court

Legislative Budget Assistant Municipal Court
Probate Court

STATE AGENCIES AND COMPONENT UNITS (*)

GENERAL GOVERNMENT ADMINISTRATION OF JUSTICE RESOURCE PROTECTION
AND PUBLIC PROTECTION AND DEVELOPMENT
Administrative Services Adjutant General Business Finance Authority*
Cultural Resources Agriculture, Markets & Food Environmental Services
Executive Office Banking Fish and Game
NH Retirement System* Corrections Community Development Finance
Revenue Administration Employment Security Authority*
Secretary of State Highway Safety Pease Development Authority*
State Treasury Insurance Resources and Economic Development
Justice
Labor

Liquor Commission
Pari-Mutuel Commission
Public Deposit Investment Pool
Public Utilities Commission

Safety
TRANSPORTATION HEALTH AND SOCIAL SERVICES EDUCATION
Health and Human Services Education
Transportation Veterans' Council Postsecondary Education Commission
Veterans' Home NH Community Technical College
Youth Development Services System

Sweepstakes Commission
University System of New Hamp-
shire*




State of New Hampshire

DEPARTMENT OF ADMINISTRATIVE SERVICES
OFFICE OF THE COMMISSIONER
25 Capitol Street — Room 120
Concord, New Hampshire 03301

DONALD S. HILL
Commissioner
(603) 271-3201

December 17, 2004

To: The Citizens of New Hampshire,
His Excellency the Governor
and the Honorable Council

In accordance with the Revised Statutes Annotated (RSA) 21-I:8,L,(h), it is a pleasure to submit the Comprehensive Annual
Financial Report (CAFR), covering the fiscal year ended June 30, 2004. This report has been prepared by the state Department of
Administrative Services and responsibility for both the accuracy of the data presented and completeness and fairness of the
presentation, including all disclosures, rests with the state. The basic financial statements, considered by management to present
fairly and consistently the state’s financial position and results of operations, have been prepared in accordance with generally
accepted accounting principles (GAAP) applicable to state and local governments, as promulgated by the Governmental Accounting
Standards Board (GASB).

The CAFR is presented in three major sections:
*  The Introductory Section includes this transmittal letter, the state's organization chart, and summary financial information.

*  The Financial Section includes the independent auditors' report, management's discussion and analysis (MD&A), government-
wide financial statements, fund financial statements for governmental funds, proprietary funds, fiduciary funds together
with notes to the basic financial statements, required supplementary information and combining financial statements.

*  The Statistical Section contains selected financial, demographic, and economic data.

GASB Statement No. 34 requires that management provide a narrative introduction, overview and analysis to accompany the
basic financial statements in the form of MD&A. This letter of transmittal is intended to complement MD&A and should be read in
conjunction with it. The MD&A can be found immediately following the independent auditors' report.

The financial reporting entity includes all funds of the state as legally defined, as well as all of its component units. Component
units are legally separate entities for which the state is financially accountable. Note 1 to the Basic Financial Statements provides a
more complete description of the state's reporting entity. The state provides a full range of services including: the construction and
maintenance of highways and infrastructure, education, health and social services, public safety, conservation of natural resources,

economic development, and recreation facilities and development.
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New Hampshire’s Economic Outlook

New Hampshire’s strong, diverse economic base has allowed NH to rebound relatively quickly from the sharp economic downturns
experienced nationwide, after the boom of the early 90’s. The state’s economy has had the strongest growth in population and
employment in New England. Per capita income is rising and poverty rates remain the lowest in the nation. New Hampshire
continues to retain its advantages of being a medium cost state in a high cost area with its low unemployment rates, low tax
burdens, highly skilled workforce, and a small and accessible government. As of June 2004, New Hampshire’s unemployment rate
was 3.9%, lower than New England (4.9%) and the national average (5.8%).

New Hampshire’s Economic Scoreboard for 2004

NH’s
National | NH’sRank in

Categories Rank New England
Favorable Tax Climate 1st 1st
Healthiest State (Morgan Quitno,
2004) 1st 1st
Standard of Living (by Poverty
Rate) 1st 1st
Child and Family Well-Being
(Annie E. Casey, 2003) 2nd 1st
Safest State (M organ Quitno,
2004) 4th 3rd
Most Livable State (M organ
Quitno, 2004) 1st 1st
College Educated Population 5th 2nd

Source: Dennis Delay, Workforce Opportunity Council, Inc

Adding to New Hampshire’s continued high quality of life is
Morgan Quitno’s Most Livable State Awards. NH continues to
rank high in many categories and sits at the top in healthiest,
highest standard of living, and most livable state.

New Hampshire’s diverse core industries have helped support
one of the fastest growing state economies. Although NH still
features a large manufacturing base, it's core industries now
consist of, information and high tech, trade, professional and
business services, health, leisure and hospitality, and construc-
tion. While during the 2001-2003 period, when NH was loosing
1 in 5 manufacturing and high tech jobs, its strength in health,
construction, and hospitality were all growing on average of
5%.

Looking forward over the next 5 years, New Hampshire’s total
employment is expected to grow faster than the nation and other
New England states, however at rates 50% lower than the 1990’s.
Information and high tech are rebounding but at rates one third
of their peak in the 1990's. Despite the continued decline in
manufacturing, the remaining core industry groups should reach
growth rates close to those prior to the recession.

Information and High Tech
Employment Changes

8.0%-

6.0%-

4.0%-

0.0% !

-2.0%-+

-4.0%-

1993-98 1998-03 2003-08

O Information @ High-Tech

Trade, Prof. & Bus Service, and
Leisure & Hospitality Employment Changes

5.0%-

4.0%-

3.0%-

2.0%-

10%-

0.0%-

1993-98 1998-03 2003-08

O Trade | Prof. & Bus Services O Leisure & Hosp.

Information Provided by New England Economic Partnership, Ross Gittell, James R. Carter Professor, Whittemore School of Business and

Economics, University of New Hampshire.
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MAJOR INITIATIVES

Enterprise Resource Planning (ERP)

With a view to replacing the Department of Administrative Services central data processing system, the department issued a
request for proposals for Enterprise resource Planning (ERP) acquisition and implementation and is currently evaluating
vendor’s proposals. The current financial and human resource systems are approximately twenty years old.

The 2004 capital budget included $18.8 million of appropriations for the ERP project.

New Office of Information Technology

Pursuant to Chapter 223, Laws of 2003, the state established the Office of Information Technology (OIT) within the Governor’s Office
under the supervision of the newly created position of Chief Information Officer. On July 16, 2003, the Joint Legislative Fiscal
Committee approved the transfer of 315 state employees from 9 agencies into the newly created Office.

OIT is responsible for managing and coordinating all technology resources in the executive branch of government, developing and
implementing strategies to enhance state customer service, and creating statewide efficiencies through the use of information and
other technologies.

In addition to providing its services to state agencies during fiscal year 2004, OIT worked to refine its organization, created a cost
allocation and billing system, and worked to identify areas of potential cost savings. As provided by its enabling legislation, it also
reviewed all agency requests to expend funds in excess of $250 for state data processing equipment, software, and services.

Employee Benefit Risk Management Fund

Chapter 251, Laws of 2001, authorized the Commissioner of Administrative Services to provide a self-funded alternative to tradi-
tional insurance programs for employee benefits to aid in controlling the rise in insurance costs. As a result, a new fund, titled the
Employee Benefit Risk Management Fund, was established beginning in October 2003. The fund was created to manage the state's
self-insurance program and to pool all resources to pay for the cost associated with providing employee benefits for active state
employees and retirees.

Agencies are charged an actuarially determined premium paid
Health Insurance Costs into this new fund on a bi-weekly basis and efficiently con-

Premiums/Claims Paid trolled through the state's payroll system. These premiums

Millions Acti . are intended to cover the costs of claims presented, stop-loss

$80 - ctive and Retired Employees .. . . .
coverage, administrative fees and reserve requirements. Claims

50 | payments by the third party administrator to the providers
are reimbursed by the state out of this new fund daily.

$120
The state is currently analyzing the first nine months of activ-

$90 | ity in this fund. The state has contracted with a consulting
firm to assist and provide actuarial, claims audit and general

%60 7 I consulting services in order to evaluate the performance of

w0 || | this new fund and to determine the best way to control health
benefit costs through this arrangement.

$ ; . . :

00 o1 02 03 04
Fiscal Year

00-03 Represents premiums paid to previous insurance carriers
04 Represents claims paid under new self insurance plan, including IBNR
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FINANCIAL INFORMATION

Surplus Statement
General and Education Funds

(In Millions)
FY 2002 FY 2003 FY 2004
Total General |Education Total General |Education Total
Undesignated Fund Balance, July 1 0.0 (37.9) 0.0 (37.9) 0.0 0.0 0.0
Additions:
Unrestricted Revenue 1,957.2 1,206.3 842.7 2,049.0 1,310.7 848.0 2,158.7
Transfers of Appropriation from General Fund 65.7 834 83.4 62.6 62.6
Total Additions 2,022.9 1,206.3 926.1 2,132.4 1,310.7 910.6 2,221.3
Deductions:
Appropriations Net of Estimated Revenues (2,116.1)| (1,264.7) (904.5)] (2,169.2)| (1,362.3) (895.0)| (2,257.3)
Less Lapses 26.5 16.0 16.0 34.5 34.5
Total Net Appropriations (2,089.6)| (1,248.7) (904.5)| (2,153.2)| (1,327.8) (895.0)| (2,222.8)
GAAP and Other Adjustments 16.9 (17.8) (17.8) 15 (7.7) (6.2)
Other One-Time Revenue Adjustments
DHHS Enhancement Revenue 4.7 4.7 19.2 19.2
Other Revenue Adjustments 3.8 3.8
Current Year Balance (49.8) (55.5) 21.6 (33.9) 7.4 7.9 15.3
Fund Balance Transfers (To)/From:
Rainy Day Fund 37.9 37.9
Health Care Fund 11.9 33.9 33.9
Education Trust Fund 21.6 (21.6) 7.9 (7.9)
Undesignated Fund Balance, June 30, (37.9) 0.0 0.0 0.0 15.3 0.0 15.3
Reserved for Rainy Day Account 55.2 17.3 17.3 17.3 17.3
Reserved for Health Care Fund 33.9
Total Equity 51.2 17.3 0.0 17.3 32.6 0.0 32.6

The combined General and Education Fund Balances at June 30, 2004 was $15.3 million, which together with $17.3 million from the
Rainy Day reserve account, brought the total surplus to $32.6 million. Last fiscal year, due to the General Fund’s deficit, transfers
were made from the Health Care Fund ($33.9 million) and Rainy Day ($37.9 million) reserve accounts. Those transfers eliminated
the entire balance in the Health Care Fund and brought the Rainy Day balance to $17.3 million. No transfers were required from
the Rainy Day reserve during FY 04.

The original budget, initially approved by legislature, projected a current year surplus of $44.6 million (excluding the Rainy Day
Account). Healthy growth was seen across the board from unrestricted revenue, which came in ahead of plan by $44.8 million. More
than 2 of the growth was from traditional taxes with the remaining from increased Medicaid revenues. However, net appropria-
tions, including anticipated budget reductions, savings from budget initiatives, and lapses, were $71.9 million behind estimates. The
largest shortfalls were from Information Technology, Self-Insurance, and DHHS program specific savings and one-time revenue
adjustments that did not materialize to expected levels.

Although 2004 revenues grew over 2003, the state authorized 2 executive orders to reduce spending in an effort to close the net
appropriation gap:

® Executive Order #2004-02 issued on March 24, 2004 reduced expenditures by ordering a hiring freeze on all vacant full-
time classified and unclassified positions funded in whole or in part by the General Fund and a spending freeze on
equipment purchases, consultants, and out of state travel.

® Executive Order #2004-03 issued on March 24, 2004 reduced expenditures by ordering a direct reduction of $2.7 million
of General Fund appropriations.

Lastly, the state moved to a self-insurance environment during FY04 with respect to health insurance coverage for active and retired
state employees. In previous years, included in the General Fund were premiums paid to the state’s insurance carrier. The long-
term liability associated with insurance claims, commonly referred to as the IBNR, was not included on the state’s financial
statements since the liability and risk was transferred to the insurance carrier. As a result of the self-funding alternative, the state
created a new fund, titled the Employee Benefit Risk Management Fund during FY04 to manage the state’s self-insurance program
needs and to pool resources to pay for the costs associated with the new program. The financial activity for the program can be
seen on pages 36-38. The new fund ended this transition year with a deficit of $12.1 million. The deficit was primarily the result
of the state recognizing the IBNR for the first time. On a cash basis, the fund had a positive $3.2 million balance. Going forward
the state is working with a consulting firm to evaluate the IBNR liability and to determine rates, which are sufficient to cover the
costs associated with self-insurance requirements.
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Summary of General and Education Funds Unrestricted Revenue
GAAP Basis (In Millions)

FY 2004
FY 2002 FY 2003 FY 2004 Combined
Revenue Category Total General Education Total General HEducation  Total Plan
Business Profits TaX.......cccoeovvvvvririvinenene $ 1612 |$ 1377 $ 371 $ 1748 |$ 1316 $ 410 $ 1726 |$ 2286
Business Enterprise TaX.........cococvvervnen. 222.2 96.6 121.4 218.0 118.5 116.9 235.4 175.2
Subtotal.........ccceeeiiiiiiie 383.4 234.3 158.5 392.8 250.1 157.9 408.0 403.8
Meals & ROOMS TaX.....c.ooevevvvercreriienn 170.6 168.7 6.7 175.4 178.5 6.9 185.4 183.5
TODACCO TaX.wwiviririeiiririreriseseecieiereeee 84.3 67.1 27.0 94.1 715 28.6 100.1 94.9
Liquor Sales and Distribution.................. 96.2 99.0 99.0 106.7 106.7 108.1
Interest & Dividends TaX..........couvvrenne 70.3 55.1 55.1 55.6 55.6 61.0
INSUrance TaX.......ooovveiincinncininn, 76.1 82.2 82.2 86.2 86.2 82.9
Communications TaX.......cccooevvvevrerrenens 64.7 62.4 62.4 65.8 65.8 66.5
Real Estate Transfer TaX........cccocovvnnae 99.5 78.8 39.4 118.2 95.2 47.5 142.7 120.5
Estate and Legacy TaX.......cocoovrvrvrvenen 57.0 59.1 59.1 27.0 27.0 19.4
Transfers from Lottery Commisssion..... 66.1 66.6 66.6 73.7 73.7 69.0
Tobacco Settlement............cccovveveenne. 45.7 5.9 40.0 45.9 1.8 40.0 41.8 39.6
Utility Property TaX........cocooeveeennnnnn. 18.2 18.8 18.8 20.2 20.2 19.0
Property Tax Not Retained Locally....... 29.0 32.7 32.7 29.8 29.8 29.9
Property Tax Retained Locally.............. 454.1 453.0 453.0 443.4 443.4 443.4
Other ...t 127.5 160.1 160.1 167.0 167.0 188.8
Subtotal.......covviieccc 1,842.7 1,072.7 842.7 1,915.4 1,105.4 848.0 1,953.4 1,930.3
Net Medicaid Enhancement
REVENUES.......cociriiciiccic 98.2 117.0 117.0 149.8 149.8 140.9
RECOVENIES.....ocviviiiiirirrsee e 20.4 20.4 13.3
Subtotal........covvviee 1,940.9 1,189.7 842.7 2,032.4 1,275.6 848.0 2,123.6 2,084.5
Other Medicaid Enhancement
Revenues to Fund Net Appropriations.. 16.3 16.6 16.6 35.1 35.1 29.3
TOtal o $1957.2|$12063 $ 8427 $2,049.0$1,3107 $ 848.0 $2,158.7 | $ 2,113.8

Consistent with signs of recovery and growth in the economy, General and Education Fund unrestricted revenue for fiscal year 2004
was better than anticipated. Unrestricted revenue totaled $2,158.7 million, which was a $109.7 million (5.4%) increase over prior
year and $44.9 million (2.1%) increase over plan. The plan represents the legislative estimates contained in the original budget that
was adopted in September 2003.

Strong performance was seen in several tax categories, as noted below, which offset the weak performance from the interest and

dividends

tax, which was down 8.9% from plan due to interest rates remaining at historic lows.

Business Taxes totaled $408.0 million, $4.2 million above plan and $15.2 million (3.9%) over prior year.

Meals and Rooms totaled $185.4 million, $1.9 million above plan and $10.0 million (5.7%) over prior year.
Insurance Tax totaled $86.2 million, $3.3 million above plan and $4.0 million (4.9%) over prior year.

Tobacco Tax totaled $100.1 million, which experienced moderate increase over prior year (6.4%) due to the continued
tax advantage over neighboring states.

Real Estate Transfer Tax (RET) again performed strongly compared to plan and prior year. RET collections of $142.7
million were 20.7% over prior year resulting from: increased home prices, sales activity spurred by low interest
rates, the repeal of the tax exemption from business property transfers, and targeted audit collections.

Estate and Legacy Tax benefited from large one-time gains earlier this year, which contributed to the $7.6 million in
crease over plan. Due to the phase out of the tax, collections were significantly less than in previous years.

Uniform Property Tax rate was reduced to $4.92 per $1,000 of total equalized value from $5.80 per thousand last year.
Despite rate reductions, increasing property values helped generate a total of $473.2 million from the tax, slightly
behind prior year by 2.6%.



NEW HAMPSHIRE o 9

® Medicaid Enhancement Revenues (MER) and Recoveries to- Net Medicaid Enhancement Amount
taled $170.2 million, which was a $16.0 million increase over

plan and $53.2 million over prior year. A breakdown of the Proshare $ 198
Medicaid revenues are detailed at right: Less: Deferral Adjustment for Nursing
* Nursing Facility Assessment Fee. On July 1, 2004, the NH Facility Assessment Fee (Shown at left) (6.0
Legislature passed Chapter Law 260, L'04 (Senate Bill 376) which Net Proshare: 13.8
among several things, amended RSA 84-A:2 to include a new 6% Hospital Tax 9.9
assessment of 6 percent of net patient services revenues im-

Drug Rebates 20.4

posed on all nursing facilities on the basis of patient days in
each nursing facility. The initial assessment period was retroac- Expanded Case Mgt and Recoveries 28
tively applied to May 1, 2003. Since there is uncertainty as to NHH DHS (Disproportionate Share
when Federal approval or disallowance will be granted and
how the new fee will impact the state’s proportionate share
program (proshare) revenue already claimed in FY04, a conser-
vative adjustment was recorded to reduce the proshare for FY04.

from New Hampshire Hospital) 36.3
Total Net Medicaid Enhancement $ 1702

Budgetary Process

The state budget is prepared on a biennial basis. Prior to the start of each biennium, all departments of the state are required
by law to transmit to the commissioner of the Department of Administrative Services requests for capital and operating expenses and
estimates for revenue for the ensuing biennium. Following public hearings and consultation with various department heads, the
Governor prepares a recommended budget. The budget is forwarded to the Legislature by February 15th of the odd year for
consideration. The Legislature performs its review of the proposed budget and can make further adjustments. The budget passed
by the Legislature is forwarded to the Governor to be enacted into law or to be vetoed.

The legal level of budgetary control is at the department level. All departments are authorized to transfer appropriations within
their departments with prior approval from the Legislative Fiscal Committee and the Executive Council.

Internal Controls
Major fiscal responsibilities within the state are segregated among the following officials:

* Department of Administrative Services - The commissioner of Administrative Services, the assistant commissioner/budget
officer and the comptroller are responsible for enforcing financial policy guidelines, developing the executive budget, collecting
financial data from individual agencies, developing and reviewing appropriation control procedures, and compiling agency financial
information.

* Legislative Budget Assistant (LBA) - The LBA, appointed by the Fiscal Committee, is responsible for ensuring that an annual
audit is conducted of the state’s basic financial statements prepared by the Department of Administrative Services. The LBA also
provides staff assistance to the finance committees of the state Legislature. The LBA Audit Division performs various financial,
compliance, and performance audits of state agencies.

» State Treasurer - The state treasurer, elected by the Legislature, is responsible for executing policy for the management of the
state treasury and depositing and investing state funds as well as the issuing of general obligation and revenue bonds.

e State Agencies - Agency commissioners and directors are responsible for administering their agencies, in accordance with
legislative and executive directives, to effectively service the citizens of the state.

Financial transactions for the various state agencies are recorded in the New Hampshire Integrated Financial System (NHIFS).
The state’s centralized accounting system and other accounting procedures were designed to provide various controls to provide
reasonable, but not absolute, assurance regarding the safeguarding of assets against loss from unauthorized use and the proper
recording of financial transactions. The Department of Administrative Services prepared the Internal Controls Tool Kit to further
educate agency personnel in the importance of maintaining an effective internal control structure.

Cash and Investments

Cash deposits into the state treasury are coordinated jointly by the state treasurer and the state agencies. Cash is managed in
pooled investment funds in order to maximize interest earnings. Investments are made in accordance with state statutes and
treasury's investment policy. Cash is primarily invested in United States Treasury and agency obligations, money market accounts,
certificates of deposit, and repurchase agreements. For the fiscal year ended June 30, 2004, the average daily balance of pooled
investment funds was estimated at $301.0 million, with an average yield of 2.2%. Total investment income was $6.7 million for the
year.
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Insurance

Historically, the state has assumed the risk for fire, property, and general liability purposes, except where the provisions of law
allow for the purchase of commercial insurance or where commercial insurance has been proven beneficial to the general public.
Commercial insurance is purchased by the state to cover such things as fleet automobile, watercraft and aircraft liability, ski area
operations to protect the state from liabilities resulting from the state run facility, and a faithful performance position schedule bond
to protect against dishonest acts of employees. Effective May 1, 2000, commercial insurance was purchased to cover state owned
buildings in the event of a catastrophic loss.

Prior to July 1985, the state relied on the doctrine of sovereign immunity. Subsequently, legislation became effective creating
the statute “Claims Against the State” in which sovereign immunity was waived to certain limits and would allow certain types of
actions and claims to be brought against the state. The limits set by the statute are the basis for risk management programs.

OTHER INFORMATION

Audits

Pursuant to RSA 21-I:8,1,(h), the Legislative Budget Assistant may designate a certified public accountant not employed in state
service to conduct an annual audit, in accordance with Generally Accepted Auditing Standards, of the state’s basic financial statements.
KPMG LLP, the designated certified public accountant, has performed an independent audit of the state’s basic financial statements
for the fiscal year ended June 30, 2004.

In order to comply with the Single Audit Act of 1984, the Legislative Budget Assistant also contracts for a single audit of the
state as a whole, which will include a legal compliance report on all federal funds received by the state. This report (including a
Schedule of Expenditures of Federal Awards received by the state and comments on internal accounting controls and compliance with
laws, rules and regulations) will be published separately.

Certificate of Achievement

The Government Finance Officers Association of the United States of America and Canada (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to the state of New Hampshire for its Comprehensive Annual Financial Report
(CAFR) for the fiscal year ended June 30, 2003. This was the seventh consecutive year that the state received this prestigious award.

In order to be awarded a certificate of achievement, a government unit must publish an easily readable and efficiently organized
comprehensive annual financial report. The CAFR must satisfy both accounting principles generaly accepted in the USA and

applicable legal requirements.

A certificate of achievement is valid for a period of one year only. We believe our current report continues to comply with the
program requirements, and we are submitting it to GFOA to determine its eligibility for another certificate.

Annual Report to the Citizens

Again in fiscal year 2004, the Department of Administrative Services published the Annual Report to the Citizens. That report
presents a condensed version of the financial information contained in the CAFR, as well as an overview of state operations and other
nonfinancial data. A copy of the report may be obtained from the Department of Administrative Services, 25 Capitol St. Rm 310,
Concord NH 03301, or from the department's web site at http;//admin.state.nh.us/accounting.
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KPMG LLP Telephone 617 988 1000
99 High Street Fax 617 988 0800
Boston, MA 02110-2371 Internet www.us.kpmg.com

INDEPENDENT AUDITORS’ REPORT

To the Fiscal Committee of the General Court
State of New Hampshire
Concord, New Hampshire

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the aggregate remaining
fund information of the State of New Hampshire as of and for the year ended June 30, 2004, which
collectively comprise the State of New Hampshire’s basic financial statements as listed in the table of
contents. These financial statements are the responsibility of the State of New Hampshire’s management.
Our responsibility is to express opinions on these basic financial statements based on our audit. We did
not audit the financial statements of any of the discretely presented component units and we did not audit
the financial statements of the Investment Trust Fund. Those financial statements were audited by other
auditors whose reports thereon have been furnished to us, and our opinion, insofar as it relates to amounts
included for those entities, is based solely on the reports of the other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement presentation. We believe that our audit
and the reports of other auditors provide a reasonable basis for our opinions.

In our opinion, based on our audit and the reports of other auditors, the financial statements referred to above
present fairly, in all material respects, the respective financial position of the governmental activities, the
business-type activities, the aggregate discretely presented component units, each major fund, and the aggre-
gate remaining fund information of the State of New Hampshire as of June 30, 2004, and the respective
changes in financial position and cash flows, where applicable, thereof for the year then ended in conformity
with accounting principles generally accepted in the United States of America.

KPMG LLP, a U.S. limited liability partnership, is the U.S.
member firm of KPMG International, a Swiss cooperative.



NEW HAMPSHIRE e 15

To the Fiscal Committee of the General Court
State of New Hampshire

In accordance with Government Auditing Standards, we have also issued our report dated January 4, 2005,
on our consideration of the State of New Hampshire’s internal control over financial reporting and on our
tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the internal control
over financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in assessing the results of our audit.

The Management’s Discussion and Analysis on pages 16 through 22, and the budget to actual - budgetary
basis - schedules on pages 65 through 70 are not required parts of the basic financial statements but are
supplementary information required by accounting principles generally accepted in the United States of
America. We have applied certain limited procedures, which consisted principally of inquiries of manage-
ment regarding the methods of measurement and presentation of the required supplementary information.
However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the State of New Hampshire’s basic financial statements. The combining financial statements and
schedules as listed in the accompanying table of contents are presented for purposes of additional analysis
and are not a required part of the basic financial statements. Such information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated
in all material respects in relation to the basic financial statements taken as a whole. The information included
in the introductory and statistical sections of this report has not been subjected to the auditing procedures
applied in the audit of the basic financial statements and, accordingly, we express no opinion on them.

KPMe LEP

January 4, 2005
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MANAGEMENT’S DISCUSSION AND ANALYSIS

The following is a discussion and analysis of the financial ac-
tivities of the State of New Hampshire (the state) for the fiscal
year ended June 30, 2004. We encourage readers to consider
the information presented here in conjunction with additional
information included in our letter of transmittal, which can be
found at the front of this report and with the state’s financial
statements, which follow this section.

FINANCIAL HIGHLIGHTS -PRIMARY GOVERNMENT

Government-Wide Highlights:

Net Assets: The total assets of the state exceeded total liabilities
at fiscal year ending June 30, 2004 by $2.4 billion. This amount
is presented as “net assets” on the Statement of Net Assets for
the Total Primary Government (condensed information can be
seen in this MD&A section of this report). Of this amount,
$343.7 million was reported as unrestricted net assets, $543.4
million was restricted net assets, and $1.5 billion was invested
in capital assets. Unrestricted net assets represent the amount
available to be used to meet the state’s ongoing obligations to
citizens and creditors.

Changes in Net Assets: The state’s total net assets increased by
$107.3 million, or 4.8%, in fiscal year 2004. Net assets of gov-
ernmental activities increased by $98.5 million (5.8%), and net
assets of the business-type activities showed a increase of $8.7
million (1.6%).

Fund Highlights:

Governmental Funds - Fund Balances: As of the close of fiscal
year 2004, the state’s governmental funds reported a combined
ending fund balance of $346.8 million, a increase of $61.5 mil-
lion in comparison with the prior year. This change is inclusive
of a $1.7 million inventory reserve increase. Included in the
combined governmental fund balance is the activity of the state’s
General Fund. The General Fund ended the year with an un-
reserved, undesignated surplus of $15.3 million, therefore there
were no transfers from the Rainy Day Fund as was done in
previous years. As a result the Rainy Day balance remained
the same as prior year at $17.3 million.

Long-Term Debt:

The state's total long-term obligations increased by $20.7 mil-
lion (2.2%) during the current fiscal year which represents the
net difference between new issuances, payments and refundings

of outstanding debt.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis are intended to serve as an intro-
duction to the state’s basic financial statements. The state’s basic
financial statements include three components:

1. Government-Wide financial statements,

2. Fund financial statements, and

3. Notes to the financial statements.

This report also contains supplementary information in addi-
tion to the basic financial statements.

Government-Wide Financial Statements

The government-wide financial statements provide a broad view
of the state’s finances. These statements (Statement of Net As-
sets and the Statement of Activities) provide both short-term
and long-term information about the state’s overall financial
position. They are prepared using the accrual basis of account-
ing, which recognizes all revenues and expenses connected with
the fiscal year even if cash has not been received or paid.

The Statement of Net Assets, beginning on page 24 presents all
of the state’s non-fiduciary assets and liabilities. The difference
between assets and liabilities is reported as “net assets” instead
of fund equity as shown on the Fund Statements. Over time,
increases or decreases in the net assets may serve as a useful
indicator of whether the financial position of the state is im-
proving or deteriorating.

The Statement of Activities, beginning on page 26, presents
information showing how the state’s net assets changed during
the most recent fiscal year. All changes in net assets are re-
ported as soon as the underlying event giving rise to the change
occurs, regardless of the timing of related cash flows. Thus,
revenues and expenses are reported in this statement for some
items that will not result in cash flows until future fiscal peri-
ods (such as uncollected taxes and licenses and earned but un-
used vacation leave). This statement also presents a comparison
between direct expenses and program revenues for each func-
tion of the state.

Both of the government-wide financial statements have sepa-
rate sections for three different types of state activities. These
three types of activities are:

Governmental Activities: The activities in this section repre-
sent most of the state’s basic services and are generally sup-
ported by taxes, grants and intergovernmental revenues. The
governmental activities of the state include general government,
administration of justice and public protection, resource protec-
tion and development, transportation, health and social ser-
vices, and education.

Business-Type Activities: These activities are normally intended
to recover all or a significant portion of their costs through user
fees and charges to external users of goods and services. These
business-type activities of the state include the operations of
the:

e Liquor Commission,

* Lottery Commission,

*  Turnpike System, and

* New Hampshire Unemployment Compensation

Trust Fund.

Discretely Presented Component Units: Component Units are
entities that are legally separate from the state, but for which
the state is financially accountable. The state’s discretely pre-
sented component units are presented in the aggregate in these
Government-Wide Statements and include the:

*  University System of New Hampshire (USNH),

* Business Finance Authority,

* Pease Development Authority, and

*  Community Development Finance Authority.



Complete financial statements of the individual component units
can be obtained from their respective administrative offices.
Addresses and other additional information about the state’s
component units are presented in the notes to the financial state-
ments.

Fund Financial Statements

A fund is a grouping of related funds that is used to maintain
control over resources that have been segregated for specific
activities or objectives. The state, like other state and local gov-
ernments, uses fund accounting to ensure and demonstrate
compliance with finance-related legal requirements. The fund
financial statements, focus on the individual parts of the state
government, and report the state’s operations in more detail
than the government-wide statements. The state’s funds are
divided into 3 categories - governmental, proprietary and fidu-
ciary. For governmental and proprietary funds, only those funds
that are considered Major Funds are reported in individual
columns in the Fund Financial Statements with combining sched-
ules in the other supplementary information section to support
the Non-Major Funds. Fiduciary funds are reported by fidu-
ciary type (pension, private-purpose, investment trust, and
agency) with combining schedules in the Supplementary Sec-
tion.

Governmental Funds: Most of the basic services provided by
the state are financed through governmental funds. Unlike the
government-wide financial statements, the governmental fund
financial statements report using the modified accrual basis of
accounting, which measures cash and all other financial assets
that can readily be converted into cash. Governmental fund
information helps determine whether there are more or fewer
financial resources that can be spent in the near future to fi-
nance the state’s programs. The basic governmental fund fi-
nancial statements can be found on pages 30-33.

Because the focus of governmental funds is narrower than that
of the government-wide financial statements, it is useful to
compare the information presented here with similar informa-
tion presented in the government-wide financial statements. Rec-
onciliations are provided between the Governmental Fund State-
ments and the Government-Wide Statements, which can be
found on pages 31 and 33.

The state’s major governmental funds include the General Fund,
Highway Fund, and Education Fund.

Individual fund data for each of the state’s non-major govern-
mental funds (Fish and Game Fund, Capital Fund and Perma-
nent Funds) are provided in the combining statements found
on pages 73 and 74.

Proprietary Funds: The state’s proprietary funds charge a user
fee for the goods and services they provide to both the general
public and other agencies within the state. These activities are
reported in 4 enterprise funds and 1 internal service fund. The
enterprise funds, which are all considered major funds, report
activities that provide goods and services to the general public
and include the operations of the Liquor Commission, Lottery
Commission, Turnpike System and the New Hampshire Unem-
ployment Trust Fund. The internal service fund reports health
related fringe benefit services for the state’s programs and ac-
tivities.

Like the government-wide financial statements, proprietary fund
financial statements use the accrual basis of accounting. There-
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fore there is no reconciliation needed between the government-
wide financial statements for business-type activities and the
proprietary fund financial statements. The internal service fund
is reported as governmental activities on the government-wide
financial statements. The basic proprietary funds financial state-
ments can be found on pages 36-38.

Fiduciary Funds and Similar Component Units: These funds
are used to account for resources held for the benefit of parties
outside the state government. Fiduciary funds are not reflected
in the government-wide financial statements because the re-
sources of these funds are not available to support the state’s
own programs. The accounting used for fiduciary funds is much
like that used for proprietary funds in that they use the accrual
basis of accounting.

The state’s fiduciary funds on pages 40-41 include the:
* Pension Trust Funds which accounts for the
activity of the state’s New Hampshire Retirement Sys-
tem - a component unit of the state,
* Investment Trust Fund which accounts for the
activity of the external investment pool known as PDIP,
*  Private-Purpose Trust Funds which account for
the activity of trust arrangements under which princi-
pal and income benefit individuals, private organiza-
tions, or other governments, and
* Agency Funds which account for the resources
held in a pure custodial capacity.

Individual fund detail can be found in the combining financial
statements in the Other Supplementary Information Section.

Major Component Units

The state has only one major component unit - the University
System of New Hampshire and 3 non-major component units.
This separation is determined by the relative size of the indi-
vidual entities” assets, liabilities, revenues and expenses in re-
lation to the combined total of all component units. The basic
financial statements for the component units have been pre-
sented in a condensed format located in Footnote 12 of the
Notes to the Financial Statements.

Notes to the Financial Statements

The notes provide additional information that is essential to a
full understanding of the data provided in the government-
wide and the fund financial statements. The notes to the finan-
cial statements begin on page 43.

Required Supplementary Information

The basic financial statements and accompanying notes are
followed by a section of required supplementary information.
This section includes a budgetary comparison schedule for each
of the state’s major governmental funds, and includes a recon-
ciliation between the statutory fund balance for budgetary
purposes and the fund balance as presented in the governmen-
tal fund financial statements.

Other Supplementary Information
Other supplementary information includes combining financial
statements for non-major governmental and fiduciary funds.
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GOVERNMENT-WIDE FINANCIAL ANALYSIS

Net Assets

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial position. The state’s combined
net assets (government and business-type activities) totaled $2.4 billion at the end of 2004, compared to $2.2 billion at the end of
the previous year.

Investment in Capital Assets: The largest portion of the state’s net assets (62%) reflects its investment in capital assets such as land,
buildings, equipment, and infrastructure (roads and bridges), less any related outstanding debt used to acquire those assets. The
states investment in capital assets increased $105.6 million from prior year. This increase was the result of net additions of capital
assets of $96.0 million during the year combined with a reduction in capital related debt of $9.6 million. Although the state’s
investment in its capital assets is reported net of related debt, it should be noted that the resources needed to repay this debt must
be provided from other sources, since the capital assets themselves generally cannot be used to liquidate these liabilities.

Restricted Net Assets: An additional portion of the state’s net assets (23%) represents resources that are subject to external restric-
tions on how they may be used. Restricted net assets increased $4.7 million from prior year due to an increase in water pollution
control loans during the year.

Unrestricted Net Assets: The state’s unrestricted net assets, totaling $343.7 million, may be used to meet the state’s ongoing
obligations to citizens and creditors. Internally imposed designations of resources are not presented as restricted net assets.

At the end of both the current and prior fiscal years, the state was able to report positive balances in all three categories of net assets,
both for the government as a whole, as well as for its separate governmental and business-type activities.

State of New Hampshire's Net Assets as of June 30,2004 and 2003
(In Thousands)
Governmental Activities  Business-type Activities  Total Primary Government
2002 2003 200 2003 2004 2003
Current assets $ 847,867 $ 703,907 $ 343,895 $ 351,175 $ 1,191,762 $ 1,055,082
Capital assets 1,856,898 1,779,060 538,445 520,275 2,395,343 2,299,335
Other assets 278,633 255,685 39,886 60,175 318,519 315,860
Total assets 2,983,398 2,738,652 922,226 931,625 3,905,624 3,670,277
Long-term liabilities 659,204 622,041 310,410 326,873 969,614 948,914
Other liabilities 517,144 408,099 63,302 64,971 580,446 473,070
Total liabilities 1,176,348 1,030,140 373,712 391,844 1,550,060 1,421,984
Net assets:
Invested in capital assets,
net of related debt (1) 1,255,739 1,179,736 212,708 183,086 1,468,447 1,362,822
Restricted (1) 245,194 235,209 298,238 303,544 543,432 538,753
Unrestricted 306,117 293,567 37,568 53,151 343,685 346,718
Total net assets $ 1,807,060 $ 1,708,512 $ 548,514 $ 539,781 $ 2,355,564 $ 2,248,293
(1) Note - Certain prior year amounts have been reclassed to conform with current year presentation

Changes in Net Assets
The state’s net assets increased by $107.3 million, or 4.8%, during the current fiscal year. Total revenues increased by $403.5 million
(8.9%) as compared to increases in expenses of $173.1 million (3.7%).

More than half of the state’s revenue (60.6%) is from program revenue, consisting of charges for goods and services, and federal
and local grants. Revenues not specifically targeted for a specific program are known as general revenues, which are primarily
from taxes. The largest revenue increases were from federal operating grants and service charges to support health and social
service programs and a combination of growth in several taxes including business, real estate, and tobacco.

The state’s expenses cover a range of services. The largest expenses were for Health and Social Services and Education, which
accounted for 37% and 27% of total expenditures, respectively. As compared to the prior year, Education expenses saw a rate of
growth of 1%. However, Health and Social Services grew by 17% primarily associated with increased Medicaid program costs for
three main areas, representing provider payments for Medical Assistance, nursing services for the Elderly and Adult, and hospital
services from the state’s Medicaid Enhancement program. These main programs account for more than 95% of the growth.

Offsetting the increase from Health and Social Services was a decline in expenses from Transportation of 22%. These decreases were
largely attributable to higher than anticipated special charges that occurred during the prior fiscal year.
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State of New Hampshire's Changes in Net Assets

Revenues
Program revenues:
Charges for services
Operating grants & contributions
Capital grants & contributions
General revenues:
General Property Taxes
Special taxes
Personal taxes
Business License taxes
Interest
Miscellaneous
Total revenues

Expenses

General government

Administration of justice and
public protection

Resource protection and
development

Transportation

Health and social services

Education

Interest Expense

Turnpike System

Liqguor Commission

Lottery Commission

Unemployment Compensation
Total expenses

Increase (decrease) in net assets before transfers

Transfers & Other tems
Increase(decrease) in net assets

Net assets, beginning of year

Net assets, end of year

For Fiscal Years Ending June 30, 2004 and 2003
(In Thousands)

Governmental Activities

Business-type Activities

Total Primary Government

2004 2003 2004 2003 2004 2003
$ 638583 $ 558,306 $ 802,163 $ 732686  $ 1,440,746 1,290,992
1,369,236 1,194,229 1,369,236 1,194,229
159,015 153,630 7,338 166,353 153,630
494,364 504,191 494,364 504,191
1,142,406 1,070,627 1,142,406 1,070,627
100,015 94,029 100,015 94,029
151,744 145,422 151,744 145,422
5,832 7,851 5,832 7,851
42,620 48,827 42,620 48,827
4,103,815 3,777,112 809,501 732,686 4,913,316 4,509,798
263,634 250,160 263,634 250,160
278,392 283,944 278,392 283,944
124,357 128,320 124,357 128,320
380,358 488,947 380,358 488,947
1,778,791 1,516,228 1,778,791 1,516,228
1,318,503 1,301,202 1,318,503 1,301,202
27,062 28,525 27,062 28,525
56,816 58,080 56,816 58,080
295,798 277,135 295,798 277,135
165,532 156,976 165,532 156,976
116,802 143,429 116,802 143,429
4,171,097 3,997,326 634,948 635,620 4,806,045 4,632,946
(67,282) (220,214) 174,553 97,066 107,271 (123,148)
165,820 88,181 (165,820) (152,182) (64,001)
98,538 (132,033) 8,733 (55,116) 107,271 (187,149)
1,708,512 1,840,545 539,781 594,897 2,248,293 2,435,442
$ 1,807,050 $ 1708512 $ 548514 $ 539781  $ 2,355,564 2,248,293

Fiscal Year Ending June 30,

Justice &

Interest
expense
o

Education/

32%

Expenses - Governmental Activities

Transportation

Health &social

2004

28%

9%

General

Property

services Taxes
42% 2%

Business
General public Personal Licensetaxes
protection Resource taxes 4% Misc
government 7% protection & 206 9%
6% development
3% Special taxes

Revenues - Governmental Activities
Fscal Year Ending June 30, 2004

Services

16%

Grants &

contributions
37%
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State of New Hampshire
Analysis of Changes in Revenues and Expenses
For Fiscal Year Ending June 30,2004 Compared to 2003

(In Millions)
Governmental Business-type Total
Activities Activities Primary Government
$Change % Change $Change % Change $Change % Change
Revenues
Program revenues:
Charges for services 80.3 14.4% 69.5 9.5% 149.8 11.6%
Operating grants & contributions ~ 175.0 14.7% 182.3 15.3%
Capital grants & contributions 5.4 3.5% 7.3 100.0% 5.4 3.5%|
General revenues:
General Property Taxes (9.8) -1.9% (9.8) -1.9%
Special taxes 71.8 6.7% 71.8 6.7%
Personal taxes 6.0 6.4% 6.0 6.4%)|
Business License taxes 6.3 4.3% 6.3 4.3%
Interest (2.0) -25.7% (2.0) -25.7%)
Miscellaneous (6.2) -12.7% (6.2) -12.7%)
Total revenues 326.7 8.6% 76.8 10.5% 403.5 8.9%
Expenses
General government 135 5.4% 135 5.4%|
Administration of justice and
public protection (5.6) -2.0% (5.6) -2.0%|
Resource protection and
development (4.0) -3.1% (4.0) -3.1%|
Transportation (108.6) -22.2% (108.6) -22.2%|
Health and social services 262.6 17.3% 262.6 17.3%
Education 17.3 1.3% 17.3 1.3%
Interest Expense (1.5) -5.1% (1.5) -5.1%
Turnpike System (1.3) -2.2% 1.3) -2.2%|
Liquor Commission 18.7 6.7% 18.7 6.7%
Lottery Commission 8.5 5.4% 8.5 5.4%
Unemployment Compensation (26.6) -18.6% (26.6) -18.6%|
Total expenses 173.8 4.3% (0.7) -0.1% 173.1 3.7%]

Governmental Activities

Governmental activities decreased the state’s net assets by $67.3
million, before transfer activity. Revenues grew $326.7 million
or 8.6% from prior year to total $4.1 billion. The growth was
not sufficient to offset expenses of $4.2 billion which grew $173.8
million or 4.3%.

A comparison of the cost of services by function for the state’s
governmental activities with the related program revenues is
shown below. Note that the largest expenses for the state, Health
and Social Services and Education, also represent those activi-
ties that have the largest gap between expense and program
revenues. Since these expenses are least recovered from pro-
gram revenues, the differences are made up from general rev-
enues, which primarily represent state’s taxes, such as the state-
wide property taxes, business profits tax, business enterprise
tax, real estate transfer, tobacco, meals and rooms, interest and
dividends, etc. Educational expenses grew less than 2% from
the previous year, while Health and Social grew approximately
17% due to increased Medicaid program costs.

Expenses & Revenues Governmental Activities
Fiscal Year Ending June 30, 2004
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Business-Type Activities

Charges for goods and services for the state’s combined busi-
ness type activities were more than adequate to cover the op-
erating expenses and resulted in net assets increasing by $174.6
million prior to transfers. Business-Type activities include the
operations from the Liquor Commission, Lottery Commission,
Unemployment Compensation Fund and Turnpike Fund.

Sales growth from the operations of the Liquor Commission
resulted in net proceeds of $92.1 million, a 7.6% increase from
prior year, that were transferred to the General Fund to fund
the general operations of the state. Large Powerball drawings
during the year contributed to a 10.8% growth in net proceeds
of $73.7 million from the Lottery Commission which were trans-
ferred to the Education Fund.

Turnpike System net assets increased by $16.2 million or 6% as
a result of growth in toll revenues during the year. The opera-
tions of Unemployment Compensation, however, resulted in a
loss of $7.2 million this fiscal year as claim levels remained
high enough to offset growth in revenues.

FINANCIAL ANALYSIS OF THE STATE’S FUNDS

As noted earlier, the state uses fund accounting to ensure and
demonstrate compliance with finance-related legal requirements.

Governmental Funds

The focus of the state’s governmental funds is to provide infor-
mation on near-term inflows, outflows, and balances of
spendable resources. Such information is useful in assessing
the state’s financing requirements. In particular, unreserved fund
balance may serve as a useful measure of a government’s net
resources available for spending at the end of the fiscal year.

General Fund

The general fund is the chief operating fund of the state. The
total fund equity was $235.4 million. The general fund ended
the year with a unreserved, undesignated surplus of $15.3 mil-
lion. The rainy day fund balance remained at $17.3 million.

Education Fund

The education fund, before year-end transfers, had an unre-
served undesignated surplus of $7.9 million. The Fund trans-
ferred the surplus balance to the general fund to reimburse for
prior year deficits in the education fund. Expenditures grew
this fiscal year by approximately 1.4% or $12.5 million as a
result of increases in property tax relief payments to
homeowners. Revenues declined slightly during the year by
$1.9 million or less than 1%. Declines in property tax revenues
were only partially offset by growth in real estate transfer and
tobacco taxes.

Proprietary Funds

The state’s proprietary fund statements provide the same type
of information found in the government-wide financial state-
ments, but in more detail. Like the government-wide financial
statements, proprietary fund financial statements use the ac-
crual basis of accounting. Therefore there is no reconciliation
needed between the government-wide financial statements for
business-type activities and the proprietary fund financial state-
ments.



BUDGETARY HIGHLIGHTS

During the fiscal year, the original budget was amended by
various supplemental appropriations and appropriation revi-
sions. Budget to Actual Schedules for the major governmental
funds are in the Required Supplementary Information section
beginning on page 65.

General Fund:
The difference between the original budget of $3,096 million
and final budget of $3,465 million is $369 million composed of
appropriations approved during FY04.
Additional appropriations issued after July 1, 2003 $ 168
Appropriation balances brought forward from

the prior fiscal year 262
Transfer of appropriations (61)

Total $ 369

The additional appropriations issued after July 1, 2003 are
composed of:

e Home Energy Assistance Program $ 10
e FEMA Assistance and Emergency

Preparedness 21
e Homeland Security Grants 24
e Oil Discharge and Disposal Fund 4

e  Education: Adequate Education Grants;
Reading Excellence Act; Special Education

Grants 22

e Workforce Opportunity Council and
Title III Grants 10
e Hospital Uncompensated Care Pool 12
e Provider Payments 22
e  Social Services Grants 4
e  US Department of Justice Grants 6
e  Various 33
Total $ 168

The largest variances from the final budget to actual amounts
were for grant revenues. Grants from Federal, Private and Local
Sources had a combined unfavorable variance of $413 million.
The unfavorable variances in grant revenues are due to timing
differences that extend beyond the state's fiscal year and there-
fore revenue is not drawn down until expenditures are incurred.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

The state’s investment in capital assets for its governmental
and business-type activities as of June 30, 2004, amounts to $4.6
billion. Accumulated depreciation amounts of $2.2 billion, leav-
ing a net book value of $2.4 billion, an increase of $96.0 million
from prior year. The investment in capital assets includes equip-
ment, real property, infrastructure, computer software, and con-
struction in progress. Infrastructure assets are items that are
normally immovable, of value only to the state and include
only roads and bridges. The net book value of the state’s infra-
structure for its roads and bridges approximates $1.4 billion,
which remained the same as the previous year.

Additional information on the state’s capital assets can be found
in Footnote 4 of the Notes to the Financial Statements.
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Debt Administration

The state may issue general obligation bonds, revenue bonds,
and notes in anticipation of such bonds authorized by the Leg-
islature and Governor and Council. The state may also directly
guarantee certain authority or political subdivision obligations.
At the end of the current fiscal year, the state had total bonded
debt outstanding of $954.3 million. Of this amount, $648.5 mil-
lion are general obligation bonds, which are backed by the full
faith and credit of the state. The remainder of the state’s bonded
debt is Turnpike revenue bonds, which are secured by the speci-
fied revenue sources within the Turnpike System.

In August 2003 the state issued $94.1 million of Turnpike System
refunding bonds. The interest rates on these bonds range from
2.0% to 5.0%. These bonds were used to refund $94.5 million of
defeased revenue bonds. This refunding transaction resulted in
a cash savings of $7.6 million over the next 20 years and a long-
term economic gain (or present value savings) of $4.7 million.

In December 2003, the state issued $80.0 million of general
obligation capital improvement bonds. The interest rates on
these general bonds range from 2.0% to 5.0%.

The state does not have any debt limitations, except for contin-
gent debt guarantees, which are detailed in the notes to the
financial statements. Additional information on the state’s long-
term debt obligations can be found in Footnote 5 of the Notes
to the Financial Statements.

Fitch Ratings and Standards & Poor's have assigned the state's
bonds a rating of AA. Moody's Investors Service has assigned
a rating for the state of Aa2.
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ECONOMIC CONDITIONS AND OUTLOOK

New Hampshire’s economy has been resilient with a relatively
quick recovery, as compared to other New England states, from
the significant downturns through the late 90’s. Unemployment
rates have remained low in NH (3.9%) and continue to be be-
low the national (5.8%) and New England (4.9%) averages.

Unemployment Rates
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Source:State of NewHampshire Employment Security, Economic &Labor
Market Information Bureau

In recent years while many states have had devastating rev-
enue losses because of shortfalls in income tax proceeds, New
Hampshire’s reliance on the statewide property tax and busi-
ness enterprise tax have added relative stability to its revenue
structure. Although total unrestricted revenue grew more than
5% over the prior year, primarily the result of increased Med-
icaid Enhancement Revenue, traditional taxes were up just under
2% from the prior year. As the strong performance in the real
estate market continued, this brought in additional tax revenue
from the state’s real estate transfer tax.

Despite the relatively favorable revenue performance seen in
FY04, the state continued to be conscious of its spending habits,
especially since the Rainy Day and Health Care reserve ac-
counts were tapped into during FY03 (reducing the total of
those two accounts by $71.8 million to a balance of $17.3 mil-
lion heading into FY04). As a result, two executive orders were
issued in FY04 to reduce state spending from the original bud-
geted appropriations.

REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview
of the state’s finances for all of New Hampshire citizens, tax-
payers, customers, investors and creditors. This financial report
seeks to demonstrate the state’s accountability for the money it
receives. Questions concerning any of the information provided
in this report or requests for additional information should be
addressed to: State of New Hampshire, Department of Admin-
istrative Services, Division of Accounting Services, 25 Capitol
Street, State House Annex Room 310, Concord, NH 03301.
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STATE OF NEW HAMPSHIRE
STATEMENT OF NET ASSETS
JUNE 30, 2004

(Expressed in Thousands)
Primary Government

Governmental Business-Type Component
ASSETS Activities Activities Total Units
Current Assets:
Cash and Cash Equivalents...........ccceeeieenrnieeiesie e, $ 374902 $ 274261 $ 649,163 $ 170,228
Cash and Cash Equivalents-Restricted.............cccccooevieeeen, 18,010 18,010 11,078
Receivables (Net of Allowances for Uncollectibles)........... 458,263 27,012 485,275 42,303
Other Receivables-Restricted...........cocccveviieiiiiiiiiiiie e, 10,678
Internal BalanCesS..........cvvvvivieieieeeeee e 1,447 (1,447)
Due from Component Units 664 664
INVENTOMIES. . .vveiie i ettt et e e e etarae e e e e eaaees 12,589 26,003 38,592
Other CUIMENt ASSELS.......cccuvvieeee ettt e e 2 56 58 5,307
Total Current ASSEtS........coeeiiieeeeeiiiiiee e, 847,867 343,895 1,191,762 239,594
Noncurrent Assets:
Receivables (Net of Allowances for Uncollectibles)........... 206,183 206,183 36,290
Due from Component UNItS...........cceeveeeeireeeeieeereeieenenen, 41,402 41,402
INVESIMENES.......ccviiiviieteeiete ettt ettt 31,048 31,048 210,273
Investments and Deposits-Restricted.............c.ccccveeveuennnne. 36,435 36,435
BONA ISSUE COSES.......oiveieieiieeeeeeeeeeese st ses e, 3,451 3,451
OFNEI ASSEES.....coueiiveeiecteecte ettt ete e ete e ete e areas 5,000
Capital Assets:
Land & Land IMProvements. ..........ccccoueeeeueevereevereereeenenss. 425,100 103,166 528,266 377
Buildings & Building Improvements.............ccocvevevvevennne. 493,059 22,733 515,792 93,988
Equipment & Computer SOftware.............ccoeevveevevennne. 163,095 33,377 196,472 538,981
CONSLrUCtION iN PrOGrESS......cvcovveveeveieeieeeieieeeeeeieeeeeeeenean, 215,186 36,382 251,568 -
INFrASIIUCTUIE. ......vevceece et 2,531,841 533,611 3,065,452
Less: Allowance for Depreciation ..............c.cceceeeeeevuns, (1,971,383) (190,824)  (2,162,207) (29,553)
Net Capital ASSetS........c.ccevveeereereenee. 1,856,898 538,445 2,395,343 603,793
Total Noncurrent Assets 2,135,531 578,331 2,713,862 855,356
TOtAl ASSELS....ovieeeeeeeeeeeee e, 2,983,398 922,226 3,905,624 1,094,950
LIABILITIES
Current Liabilities:
ACCOUNLES PaYabIE.........cooeieieeeeeecee e 267,638 28,841 296,479 38,601
ACCIUE PAYIOll.......c.oevieiieeeieece et 35,192 1,833 37,025 7,854
Due to Primary GOVEIMMENL............cccveeeveveeeereeeeeeeeeeeenanns 664
Deferred REVENUE...........cococveeeeee et 39,332 2,860 42,192 31,375
UNCIAIMEA PrIZES......cuiieiieeee ettt 18,509 1,927 20,436
General Obligation Bonds Payable 68,192 3,521 71,713
Claims & Compensated Absences Payable....................... 34,162 2,738 36,900
Bond Anticipated NOES............cccvieerrereieieeecee s, 50,000 50,000
Other LiabilitieS.......ccoveveiveeiirieicieiereieee e, 4,119 5,685 9,804 718
Other Liabilities-ReStriCted...........ccoveveiieiiceiececece e, 4,512 4,512 234
Revenue Bonds Payable-Restricted..............cccccvevereevennae, 11,385 11,385
Revenue Bonds Payable...............cccooveeeeeeeeeeeeeeeeeeene, 19,713
Total Current Liabilities. .........c.covveeveveeerecrieereeneeae. 517,144 63,302 580,446 99,159
Noncurrent Liabilities:
Net General Obligation Bonds Payable ...............c.c.ce....... 565,938 10,841 576,779
Revenue Bonds Payable ............c.ccccoveeieeeieieeeeeieeiennn 294,472 294,472 188,072
Claims & Compensated Absences Payable...................... 71,304 3,977 75,281 27,962
Due to Primary GOVEIMMENL..........cc.cveeveeveereereeeeereaeeeneas 41,402
Other Noncurrent Liabilities 21,962 1,120 23,082 114,149
Total Noncurrent Liabilities 659,204 310,410 969,614 371,585
Total LIabilities........cccovevieeeeiee e, 1,176,348 373,712 1,550,060 470,744

The notes to the financial statements are an integral part of this statement.
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STATE OF NEW HAMPSHIRE

STATEMENT OF NET ASSETS

JUNE 30, 2004

(Expressed in Thousands) .
Primary Government

Governmental Business-Type Component
NET ASSETS Activities Activities Total Units

Invested in Capital Assets, net of related debt.................... $ 1255739 % 212,708 $1,468,447 $ 377,504
Restricted for Debt Repayments..........cccceveeiiiieieee e, 42,602 42,602
Restricted for Unemployment Benefits.............ccccceeeenninee. 253,302 253,302
Restricted for Permanent Funds-Non-Expendable........... 9,901 9,901
Restricted for Prize Awards - MUSL..........ccccoviiiiniieennnenn, 2,334 2,334
Restricted for Environmental Loans...........cccccovevvivniicennnen. 217,949 217,949
Restricted for Revenue Stabilization.............ccocevevvieennnen. 17,344 17,344

Restricted Component Unit Net ASSetS.........coccvvveeeeinnen. 207,359

Unrestricted Net ASSELS.......cccueeeriiieeiieeecieee e eseee e 306,117 37,568 343,685 39,343

Total Net ASSELS......cciviiiieeirie e, $ 1,807,050 $ 548,514 $2,355564 $ 624,206

The notes to the financial statements are an integral part of this statement
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STATE OF NEW HAMPSHIRE

STATEMENT OF ACTIVITIES

FOR THE FISCAL YEAR ENDED JUNE 30, 2004
(Expressed in Thousands)

Program Revenues
Operating Grants

Functions/Programs Charges for and Capital Grants
PRIMARY GOVERNMENT Expenses Services Contributions  and Contributions
Governmental Activities:

General GOVEIMMENL........ccoovviiiieeeiiiee e $ 263634 $ 110,136 $ 44,450
Administration of Justice & Public Protection............ 278,392 272,943 79,754 % 8
Resource Protection and Development...................... 124,357 51,423 39,976 11,506
Transportation............ccceeeeeeivieeeeeenns 380,358 10,018 17,788 145,072
Health and Social Services 1,778,791 154,242 1,021,928
[0 (U o1 T o SR 1,318,503 39,821 165,340 2,429
INterest EXPENSe......c..eviiiiiiiiiiiee e 27,062

Total Governmental Activities............ccccceneee. 4,171,097 638,583 1,369,236 159,015

Business-type Activities:

TUrnNPike SYStEM......cccoviiiiiiie e, 56,816 65,691 7,338
Liquor COmMMISSION.........uviieeeeiiiiiie e e ciirea e 295,798 387,215
Lottery COmMMISSION.......c.uevvieiiiiiiiiee e ciieee e 165,532 239,630
Unemployment Compensation...........ccccceecvveeeeeennneee. 116,802 109,627

Total Business-type Activities...........ccccoeeueeee.. 634,948 802,163 7,338

Total Primary Government..........cccccocceeeviueenn. $ 4,806,045 $ 1,440,746 $ 1,369,236 $ 166,353

COMPONENT UNITS

University System of New Hampshire........................ $ 532536 $ 312877 $ 152,720 $ 7,270
Business Finance Authority.........cccccceeeeiiivien e, 2,339 2,683
Pease Development Authority 13,579 13,194
Community Development Finance Authority.............. 1,947 1,620 284

Total Component UNitS.........ccccceeevvveneesiveerinnns $ 550401 $ 330,374 $ 153,004 $ 7,270

The notes to the financial statements are an integral part of this statement

General Property Taxes
Special Taxes
Personal Taxes
Business License Taxes
Interest & Investment Income
Miscellaneous
Payments from State of New Hampshire
Transfers - Internal Activities
Total General Revenues and Transfers
Changes in Net Assets

Net Assets - Beginning
Net Assets - Ending



Net (Expenses) Revenues and Changes in Net Assets

Primary Government

Governmental Business-Type Component
Activities Activities Total Units
$ (109,048) $ (109,048)
74,313 74,313
(21,452) (21,452)
(207,480) (207,480)
(602,621) (602,621)
(1,110,913) (1,2110,913)
(27,062) (27,062)
(2,004,263) (2,004,263)
$ 16,213 16,213
91,417 91,417
74,098 74,098
(7,175) (7,175)
174,553 174,553
(2,004,263) 174,553  (1,829,710)
$ (59,669)
344
(385)
(43)
(59,753)
494,364 494,364
1,142,406 1,142,406
100,015 100,015
151,744 151,744
5,832 5,832 10,364
42,620 42,620
106,228
165,820 (165,820)
2,102,801 (165,820) 1,936,981 116,592
98,538 8,733 107,271 56,839
1,708,512 539,781 2,248,293 567,367
$ 1,807,050 $ 548,514 $2,355564 $ 624,206

The notes to the financial statements are an integral part of this statement
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Fund Financial Statements
Governmental Funds

General Fund: The General Fund is the state’s primary operating fund
and accounts for all financial transactions not accounted for in any other fund.

Highway Fund: Under the state Constitution, all revenues in excess of
the necessary cost of collection and administration accruing to the state from
motor vehicle registration fees, operators’ licenses, gasoline road toll, or any other
special charges or taxes with respect to the operation of motor vehicles or the sale
or consumption of motor vehicle fuels are appropriated and used exclusively for
the construction, reconstruction, and maintenance of public highways within
this state, including the supervision of traffic thereon and for the payment of the
interest and principal of bonds issued for highway purposes. All such revenues,
together with federal grants-in-aid received by the state for highway purposes,
are credited to the Highway Fund. While the principal and interest on state
highway bonds are charged to the Highway Fund, the assets of this fund are not
pledged to such bonds.

Education Trust Fund: The Education Trust Fund was established to
distribute adequate education grants to school districts. Funding for the grants
comes from a variety of sources, including the statewide property and utility
taxes, incremental portions of existing business and tobacco taxes, sweepstakes

funds, and tobacco settlement funds.
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STATE OF NEW HAMPSHIRE

BALANCE SHEET

GOVERNMENTAL FUNDS

JUNE 30, 2004

(Expressed in Thousands)

ASSETS

Cash and Cash Equivalents
Investments .....................

Receivables (Net of Allowances for Uncollectibles)....

Due from Other Funds
Due from Components
Inventories..........cccceeenee.
Other Assets........cccceeeeee.
Loans and Notes Receivables ....

Total Assets

LIABILITIES

Accounts Payable

Accrued Payroll

Due to Other Funds
Deferred Revenue
Unclaimed Property and Prizes
Bond Anticipated Notes
Other Liabilities.............

Total Liabilities

FUND BALANCES

Reserved for Encumbrances
Reserved for Inventories

Reserved for Unexpended Appropriations..............
Reserved for Revenue Stabilization.........................

Reserved for Permanent Trust

Unreserved, Undesignated (Deficit) ..........cccccuveeenne
Unreserved, Fish & Game Fund..............ccccoevveenne.

Unreserved (Deficit), Capital Project Fund...............
Total Fund Balances (Deficit).........cccccocuveeennen.

Total Liabilities and Fund Balances.................

The notes to the financial statements are an integral part of this statement

Non-Major Total
Governmental Governmental

General Highway Education Funds Funds
$ 216,731 $111,267 $ 6,252 $ 37,408 $ 371,658
21,416 9,632 31,048
386,515 29,694 18,253 4,785 439,247
7,871 2,244 10,115
42,066 42,066
6,082 5,905 602 12,589
2 2
217,949 217,949
$ 898,632 $146,866 $26,749 $ 52,427 $ 1,124,674
$ 233119 $ 19553 $ 7,700 $ 7266 $ 267,638
30,577 3,954 661 35,192
797 7,871 8,668
380,131 5116 10,250 2,235 397,732
18,509 18,509
50,000 50,000
135 135
663,268 28,623 25,821 60,162 777,874
109,543 121,800 49,131 280,474
6,082 5,905 602 12,589
87,108 928 137,040 225,076
17,344 17,344
9,901 9,901
15,287 (9,462) 5,825
2,773 2,773
(207,182) (207,182)
235,364 118,243 928 (7,735) 346,800
$ 898,632 $146,866 $26,749 $ 52,427 % 1,124,674




STATE OF NEW HAMPSHIRE
RECONCILIATION OF THE BALANCE SHEET-

GOVERNMENTAL FUNDS TO THE STATEMENT OF NET ASSETS

JUNE 30, 2004
(Expressed in Thousands)

Total fund balances for governmental funds

Amounts reported for governmental activities in the Statement of
Net Assets are different because:

Capital assets used in governmental activities are not financial
resources and therefore are not reported in the funds

Certain tax revenues and loans are earned but not available and
therefore are deferred in the funds:
Business Taxes, 1&D, Meals & Rooms, and Utility Property
Highway Fund Municipal Billings
Catastrophic Medicaid Reimbursements
Indigent Representation Advances
SRF Loans
Component Unit Loans
Total

Internal senice funds are used by management to charge the
costs of certain activities, such as risk management and health
related fringe benefits, to individual funds. The assets and
liabilities of the internal senice fund is included in governmental
activities in the Statement of Net Assets.

Certain long term liabilities are not payable by current available
resources and therefore are not reported in the funds:
Compensated Absences and Workers Compensation
Capital Lease Obligations
Catastrophic Medicaid Payments
Bond Payables
Interest Payable
Total Long Term Liabilities

Net Assets of Governmental Activities

The notes to the financial statements are an integral part of this statement

346,800

1,856,898

91,650
2,609
9,000
2,376

217,949

42,066

365,650

(12,131)

(90,091)
(7,462)
(14,500)
(634,130)
(3,984)

(750,167)

1,807,050
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STATE OF NEW HAMPSHIRE

STATEMENT OF REVENUES, EXPENDITURES AND

CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS

FOR THE FISCAL YEAR ENDED JUNE 30, 2004

(Expressed in Thousands)

Non-Major Total
Governmental Governmental
General Highway Education Funds Funds
REVENUES
General Property Taxes.... 260 $ 493,354 $ 493,614
SPECIAI TAXES....uieiveerieiieiieeite ettt e e ere e sre e 925,133 212,290 1,137,423
Personal TAXES........cccvuveieieeeeeeeecreeeee e e e e eeearree e e e e e e 71,433 28,582 100,015
BUSINESS LIiCENSE TAXES....vvvveieeeeeeieiieieeeeeeeeeeeeivrreeeeeeas 18,578 $ 151,744 170,322
NON-BUSINESS LiCeNSE TaXES......cccvvvueerirerieenieeneeeneees 89,836 71,214 $ 8,542 169,592
F BB ittt e 97,691 22,081 1,864 121,636
Fines, Penalties and Interest...........c.cccevvvevvvevcieecveenne. 23,573 649 143 24,365
Grants from Federal Government...........c.ccoevveervesiveennns 1,210,823 132,093 37,689 1,380,605
Grants from Private and Local Sources............ccccccueeen. 133,670 5,847 459 139,976
Rents and LEASES........ccueeeeeeeeieiiiiiieee e 1,457 1,457
Interest, Premiums and DiScounts............ccccvvveveeeeeeeeenns 3,443 1,043 615 5,101
Sale of COMMOMILIES.......ceeveeiieecieieiieee e 8,629 179 74 8,882
Sale Of SEIVICE....cuiiiiiiiie e 147,199 6,217 7 153,423
Assessments 16,125 297 16,422
Grants from Other Agencies 3,410 962 1,287 5,659
MISCEIIANEOUS.......ccvveeiieeiie e 121,103 2,467 40,000 851 164,421
Total Revenues 2,872,363 394,793 774,226 51,531 4,092,913
EXPENDITURES
Current:
General GOVEINMENT.........ceeviieeeiiiiiiieieee e 201,219 15,831 217,050
Administration of Justice and Public Protection............ 258,739 840 259,579
Resource Protection and Development...........c.ccccco.. 146,385 16,770 163,155
TranSPOIatioN. ........ccoviiiiiieiecrereese e 7,130 230,581 237,711
Health and Social Services..........ccccevvveivvesiieesiieesinns 1,754,938 349 1,755,287
EdUCALION. ....ccuiiiiceiccie et 385,901 895,713 1,281,614
DEDE SEIVICE......eccviiiiiticite ettt 81,136 5,280 324 86,740
Capital OULIAY.......cceccviiieiiee e 32,250 147,283 101,815 281,348
Total EXPENdItUreS.........cceevieriiiieiieiecrc e 2,867,698 383,984 911,544 119,258 4,282,484
Excess (Deficiency) of Revenues
Over (Under) Expenditures............ccceevveveevnecvesreenenn 4,665 10,809 (137,318) (67,727) (189,571)
OTHER FINANCING SOURCES (USES)
TranSfers IN ..o 4,146 54,719 851 59,716
Transfers in from Enterprise Funds...........c.ccoeeeiineenen. 92,075 73,745 165,820
TraNSFEIS OUL......cuviviiieiicieeeitsiee et (54,719) (1,702) (3,295) (59,716)
Capital Lease Proceeds..........ccovevveerieereienieenieesee e 134 134
G.O. Bond Premiums.........cccooviiiiiiiiieee et ee e 3,417 3,417
G.O. BONd ISSUANCE..........cectereeeeeeeeee et 80,000 80,000
Total Other Financing Sources (USES)........ccccouvrerienne. 41,636 (1,702) 128,464 80,973 249,371
Excess (Deficiency) of Revenues and Other Sources
Over (Under) Expenditures and Other Uses................. 46,301 9,107 (8,854) 13,246 59,800
Fund Balances - JUIY 1 .......ccccooevininiinenenenene e 188,642 107,818 9,782 (20,907) 285,335
Change in Reserve for Inventory...........cccoceveeveeeiivesnnnnn 421 1,318 (74) 1,665
Fund Balances (Deficit)- June 30..........cccoevevevreeneverennne, 235,364 $ 118,243 $ 928 $ (7,735) % 346,800

The notes to the financial statements are an integral part of this statement



STATE OF NEW HAMPSHIRE
RECONCILIATION OF THE STATEMENT OF REVENUES,
EXPENDITURES AND CHANGES IN FUND BALANCES

GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES

FOR THE FISCAL YEAR ENDED JUNE 30, 2004
(Expressed in Thousands)

Net change in fund balance - total governmental funds

Revenue recognized on the Statement of Activities that do not provide
current financial resources on the fund statements resulted in a net
decrease from prior year

Governmental funds report capital outlay as expenditures. However, in
the Statement of Activities, the cost of those assets is allocated over
their estimated useful lives as depreciation expense. This is the
amount by which capital outlays exceeded depreciation in the current
period.

Land & Land Improvements
Buildings & Building Improvements
Equipment & Computer Software
Construction in Progress
Infrastructure

Accumulated Depreciation

Internal service funds are used by management to charge the costs of
certain activities, such as risk management and health related fringe
benefits, to individual funds. The netrevenue (expense) of the internal
service fund is reported with governmental activities.

Bond proceeds provide current financial resources to governmental
funds, butissuing debt increases long-term liabilities in the Statement
of Net Assets. Repayment of bond principal is an expenditure in the
governmental funds, but the repayment reduces long-term liabilities in
the Statement of Net Assets. This is the amount by which repayments
exceeded proceeds.

Bond Proceeds and Premiums Received
Repayment of Bond Principal and Interest
Accretion of Bonds Payable

Accrued Interest and Amortization

Some expenses reported in the Statement of Activities do not require
the use of current financial resources and therefore are not reported as
expenditures in the governmental funds. Elimination of the following
expenses resulted in a netincrease from prior year:

Changes in Compensated Absences & Workers Compensation
Catastrophic Medicaid Payments

Change in Capital Lease Obligation

SRF loan program

Change in net assets of governmental activities

The notes to the financial statements are an integral part of this statement

45,153

8,819
26,835
34,379
28,274

(65,623)

(83,417)
67,538
(7,857)

3

(1,317)
(14,500)
700

27,068

$ 61465

(16,845)

77,837

(12,131)

(23,739)

11,951

$ 98,538
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Proprietary-Enterprise Fund Financial Statements

Turnpike System: The state constructs, maintains, and operates
transportation toll facilities. The Legislature has established a 10-year
state highway construction and reconstruction plan and authorized major
expansion and improvement projects as part of a Capital Improvement
Program. These include a partial circumferential highway around the
City of Nashua and other projects that will provide major improvements
to the Central Turnpike from Bedford to Nashua and include new
interchanges, widening, and a toll plaza. Additional projects are planned
that will provide safety improvements to the existing Turnpike System
and increase the Turnpike System's capacity.

Liquor Commission: Receipts from operations of the Liquor
Commission are transferred to the General Fund on a daily basis. The
General Fund advances cash to the Liquor Commission for the purchase
of liguor inventory. By statute, all liqguor and beer sold in the state must
be sold through a sales and distribution system operated by the state
Liquor Commission, comprising three members appointed by the Governor
with the consent of the Executive Council. The Commission makes all
liqguor purchases directly from the manufacturers and importers and
operates state liquor stores in cities and towns that accept the provisions
of the local option law. The Commission is authorized to lease and equip
stores, warehouses, and other merchandising facilities for liquor sales, to
supervise the construction of state-owned liquor stores at various locations
in the state, and to sell liquor through retail outlets as well as direct sales
to restaurants, hotels, and other organizations. The Commission also
charges permit and license fees for the sale of beverages through private
distributors and retailers and an additional fee of 30 cents per gallon on
beverages sold by such retailers.

Lottery Commission: The state sells lottery games through
some 1,350 agents, including state liquor stores, licensed racetracks, and
private retail outlets. Through the sale of lottery tickets, revenue is
generated for prize payments and commission expenses, with the net income
used for aid to education. This net income is transferred to the Education
Fund and then transferred to the local school districts.

New Hampshire Unemployment Trust Fund: receives
contributions from employers and provides benefits to eligible unemployed
workers.

Internal Service Fund: The employee benefit risk management
fund, established in October 2003, reports the health related fringe benefit
services for the state. The fund was created to manage the state’s new
self-insurance program and to pool all resources to pay for the cost
associated with providing these benefits to active employees and retirees.
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STATE OF NEW HAMPSHIRE
STATEMENT OF NET ASSETS
PROPRIETARY-ENTERPRISE FUNDS

JUNE 30, 2_004 Governmental
(Expressed in Thousands) Business-Type Activities - Enterprise Funds Activities
ASSETS Turnpike Liquor Lottery Unemployment Internal

System Commission Commission Compensation Total Service Fund
Current Assets:

Cash and Cash Equivalents .. $ 29731 $ 656 $ 4,472 $ 239,402 $274,261 $ 3,244
Cash and Cash Equivalents-Restricted.............ccceevciireennnns 18,010 18,010
Receivables (Net of Allowances for Uncollectibles)............. 1,073 5,793 1,166 18,980 27,012
Due from Other FUNS..........cocoiiiiiiiiiie e 797 797
INVENEOTIES. ... 388 25,030 585 26,003
Other CUIrent ASSELS........cccviiieiiiee e 56 56
Total CUIrent ASSELS.......ccvvrviiierieeise e 49,202 32,276 6,279 258,382 346,139 3,244
Noncurrent Assets:
Investments and Deposits-Restricted............ccccccveeeeeeieeenen. 34,101 2,334 36,435
BONG ISSUE COSES.....coiuiiiiiiiiiiienieeie sttt 3,451 3,451
Capital Assets:
LANG. .. et 99,934 2,355 102,289
Land IMProvemMENtS.......ccocuuviiiiiiei e 877 877
BUIIJINGS. ...t 4,828 12,233 17,061
Building IMpProvements...........oooovveeeiiiiieeiiiiee e 5,672 5,672
Equipment & Computere Software..........ccccoeveevveenveeneeennen. 23,733 9,141 503 33,377
CONStruCtion iN Progress........ccuvicveieieesiiiesieesieesveeseeesnaenn, 36,382 36,382
Infrastructure............c........ ... 533,611 533,611
Less: Allowance for Depreciation and Amortization.......... (174,189) (16,251) (384) (190,824)
Net Capital ASSELS.....c..uviiiiiiie e 524,299 14,027 119 538,445
Total Noncurrent ASSEtS........ccoocvvvveeiiieniieneece e 561,851 14,027 2,453 578,331
TOtal ASSELS....cuiiiiciiiicreeere e 611,053 46,303 8,732 258,382 924,470 3,244
LIABILITIES
Current Liabilities:
Accounts Payable 1887 $ 26,113 $ 841 $ 28,841
Accrued Payroll..........c.coooiiiiiiiiieeiee e 696 1,013 124 1,833
Due to Other FUNAS..........cooiviiiieiiieieecee e 2,244 2,244
Deferred REVENUE..........ccciiiiiiiiiicec e 2,022 838 2,860
unclaimed Prizes.........coooviioiieiiee e 1,927 1,927
General Obligation Bonds Payable..............ccccoviiiviiiinennns 3,521 3,521
Revenue Bonds Payable-Restricted.............cccoevvviieeieernnnen. 11,385 11,385
Accrued Interest Payable-Restricted.... 4,512 4,512
Claims & Compensated Absences Payable......................... 1,700 931 107 2,738 15,375
Other Liabilities........ccoiiiiiiieiieiee e 605 $ 5,080 5,685
Total Current Liabilities.........coooiieiiiiiiii e 24,306 30,079 6,081 5,080 65,546 15,375
Noncurrent Liabilities:
General Obligation Bonds Payable............ccccccovieiiiiieeennnne. 10,841 10,841
Revenue Bonds Payable ...........ccccoiiiiiiiiiiiinieceen 294,472 294,472
Claims & Compensated Absences Payable.. 1,463 2,197 317 3,977
Other Noncurrent Liabilities..............coccoiviiiiiiiie 1,120 1,120
Total Noncurrent Liabilities...........ccovverevinienieiencneee 306,776 3,317 317 310,410
Total Liabilities. .....ceoiueiiiiieieeierie e 331,082 33,396 6,398 5,080 375,956 15,375
NET ASSETS
Invested in Capital Assets, net of related debt...................... 199,682 12,907 119 212,708
Restricted for Debt Repayments.........cccoccueeeiiiieeiiiieeeiiieenn, 42,602 42,602
Restricted for Prize Awards - MUSL..... 2,334 2,334
Restricted for Unemployment Benefits 253,302 253,302
Unrestricted Net Assets (DefiCit).......cccvvverirerieeieinieiiieanns 37,687 (119) 37,568 (12,131)
Total Net Assets (DEfiCIt).......cocvvreeniriiiieniee e $279971 $ 12,907 $ 2,334 $ 253,302 $548514 $ (12,131)

The notes to the financial statements are an integral part of this statement
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STATE OF NEW HAMPSHIRE
STATEMENT OF REVENUES, EXPENSES AND
CHANGES IN PROPRIETARY-ENTERPRISE FUNDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2004

Expressed in Thousands
( P ) Governmental

Business-Type Activities - Enterprise Funds Activities
Turnpike Liquor Lottery Unemployment

System Commission Commission Compensation

Internal

Total Service Fund

OPERATING REVENUES

Charges for Sales and Services............ccceevnneee. $ 369,673 $ 239,083 $ 95,942 $704,698 $ 118,759
Toll Revenue Pledged for
Repaying Revenue Bonds...........c.ccccceeennnen. $ 65,293 65,293
Total Operating Revenue............ccoccueeeeiiineeennns 65,293 369,673 239,083 95,942 769,991 118,759
OPERATING EXPENSES
Cost of Sales and ServiCes......ooeeeevveeeeieieieeeeenenn. 268,427 21,204 289,631
Lottery Prize AWards..........ccccoeviieeeiiiiee e 137,148 137,148
Unemployment Insurance Benefits...................... 116,802 116,802
Insurance Claims.........ccovveerieinieiiee e 124,547
AdMINISTratioN.........vvvvviiiiciieeeie e e 29,732 25,758 7,110 62,600 6,343
Depreciation.............ooveeiiiiiie e 11,728 1,613 70 13,411
Total Operating EXpenses.........cccocceeeeiieeeennns 41,460 295,798 165,532 116,802 619,592 130,890
Operating INncome (LOSS).......ccueveiiuieeeiiiineannne 23,833 73,875 73,551 (20,860) 150,399 (12,131)
NONOPERATING REVENUES (EXPENSES)
LICEBNSES. ..o 3,209 3,209
Beer Taxes.... 12,240 12,240
Investment Income 338 547 13,685 14,570
Miscellaneous.......cccceeeieieeieiiiiiiiiiieeeeeeeei, 60 2,093 2,153
Interest on BONdS..........coooviiiiiniiiiiiee e (15,141) (15,141)
Grant Contributions..........cccceevveiciiiiiiee s 7,338 7,338
Amortization of Bond Issuance Costs.................. (215) (215)
Total Nonoperating Revenues (Expenses)......... (7,620) 17,542 547 13,685 24,154
Income (Loss) Before Operating Transfers........ 16,213 91,417 74,098 (7,175) 174,553 (12,131)
Transfers Out to Governmental Funds................ (92,075) (73,745) (165,820)
Change in Net ASSEtS.......cccvveriiieeiiiiiee e 16,213 (658) 353 (7,175) 8,733 (12,131)
Net Assets - July 1
(Restated Lottery Commission-Note 15)........... 263,758 13,565 1,981 260,477 539,781
Net Assets (Deficit) - June 30.........cccovcvevieiernnenne. $279,971 $ 12,907 $ 2,334 $ 253,302 $548514 $ (12,131)

The notes to the financial statements are an integral part of this statement
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STATE OF NEW HAMPSHIRE

STATEMENT OF CASH FLOWS

PROPRIETARY-ENTERPRISE FUNDS Governmental
FOR THE F'SCAL YEAR ENDED JUNE 30, 2004 Business-Type Activities - Enterprise Funds Activities
(Expressed in Thousands) Turnpike Liquor Lottery Unemployment Internal
CASH FLOWS FROM OPERATING ACTIVITIES System Commission Commission Compensation Total Service Fund
Receipts from federal and local agencies....................... $ 13,366 $ 13,366
Receipts from CUuStOmMers..........ccovvvvieiiiiiiicnecceee, $ 65160 $ 368,181 $ 248,345 79,141 760,827 $ 10,294
Receipts from interfund charges..........cccccovieiiiiieeenns 108,465
Payments to employees ... (10,481) (16,083) (1,889) (28,453)
Payments to SUPPLIEIS.......cooiiiiiiiiiiieiee e (15,470) (281,370) (11,309) (308,149) (6,343)
Payments to prize Winners..........cccoeceeeeeniieee e (160,132) (160,132)
Payments for Insurance Claims...........cccccovieeiiiineeinnns (125,534) (125,534) (109,172)
Payments for Interfund Services...........ccccoevvvvceevinennnens (2,679) (2,866) (545) (6,090)
Net cash provided (used) by operating activities........ 36,530 67,862 74,470 (33,027) 145,835 3,244
CASH FLOWS FROM NONCAPITAL
FINANCING ACTIVITIES
Transfers to Other FUNGS...........cc.ccoveeveeevreereceseeeieneenoes (88,965) (72,069) (161,034)
Proceeds from Collection of Licenses and Beer Tax....... 15,449 15,449
Net Cash Used for Noncapital and Related
FINANCING ACHVItIES........c.cveveeeeeeeeeeeeeeeee ey (73,516) (72,069) (145,585)
CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES
Acquisition, Disposal and Construction
O Capital ASSELS.........ovoeeeeeeeeeeeeeeeeee e (28,191) (658) 5 (28,844)
Grant CoONrBULIONS. ...........coveeveveereeeseeeeeveeeeseeee e 7,338 7,338
Interest Paid on Revenue and General Obligation Bonds ~ (16,688) (16,688)
Principal Paid on BONdS...........ccovceeeueeeeeeeeeeeeeeeeeeeseeeen. (12,481) (12,481)
Payments on Bond Issuance/Refunding...............c.......... (3,869) (3,869)
Contributions from Other Funds 658 658
Net Cash Provided (Used) for Capital
and Related Financing Activities.............c.ccc......... (53,891) 5 (53,886)
CASH FLOWS FROM INVESTING ACTIVITIES
Sale Of INVESIMENTS.........co.cvreerceicreceeieeee e, 35,247 35,247
Purchase of INVESIMENS.............c..coevrverereereeeneeseeenns (17,413) (17,413)
Proceeds from Maturities of Investments........................ 4,998 4,998
Interest and Other Income 1,864 2,753 542 13,685 18,844
Net Cash Provided by Investing Activities................... 24,696 2,753 542 13,685 41,676 -
Net Increase (Decrease) in Cash and Cash Equivalents.... 7,335 (2,901) 2,948 (19,342)  (11,960) 3,244
Cash and Cash Equivalents - JUly L..........cccccoeveiesennnens, 40,406 3,557 1,524 258,744 304,231
Cash and Cash Equivalents -June 30.............ccceeeeeerreen. $ 47,741 % 656 $ 4472 $ 239,402 $292,271 $ 3,244

Reconciliation of Operating Income (Loss) to Net

Cash Provided (Used) by Operating Activities:
Operating Income (Loss) $ 23,833 $ 73,875 $ 73,551 $ (20,860) $150,399 $ (12,131)

Adjustments to Reconcile Operating Income (Loss) to
Net Cash Provided (Used) by Operating Activities:

DEPIECIALON. .......vveeeeeeeeeeeeeee e 11,728 1,615 69 13,412
Change in Operating Assets and Liabilities:
(Increase) Decrease in Receivables........................... (132) (1,689) 2,181 (8,167) (7,807)
(Increase) Decrease in INVentories.............c.coco.o.... (126) (3,226) 105 (3,247)
(Increase) Decrease in Other Current Assets............ 58 58
(Increase) Decrease in Restricted Deposits-MUSL..... (353) (353)
Increase (Decrease) in Accounts Payable
and other ACCIUAS. ..........ceveeveeeeeeeeeeeeeeeeeeeeeeeeean 1,227 (2,910) (1,026) (4,000) (6,709)
Increase (Decrease) in Claims Payable 15,375
Increase (Decrease) in Deferred Revenue................. 197 (115) 82
Net Cash Provided (Used) by Operating Activities.. $ 36,530 $ 67,862 $ 74470 % (33,027) $145835 $ 3,244

notes 1o the financial statements aie ain integial pait of this statement



Fiduciary Funds Financial Statements

Pension Trust Funds: New Hampshire Retirement System:
The New Hampshire Retirement System (NHRS) is the administrator of a cost-
sharing multiple-employer contributory pension plan and trust established on July
1, 1967, and is intended to meet the requirements of a qualified tax-exempt
organization within the meaning of section 401(a) and section 501(a) of the United
States Internal Revenue Code. Participating employers include the employees of
the state government of New Hampshire, certain cities and towns, all counties, and
various school districts. The NHRS is a component unit of the state.

Private-Purpose Trust Funds: Private-Purpose Trust Funds report
resources of all other trust arrangements in which principal and income benefit
individuals, private organizations, or other governments.

Investment Trust Fund: The investment trust fund represents the ex-
ternal portion of the New Hampshire Public Deposit Investment Pool (NHPDIP).
The NHPDIP has been established, in accordance with RSA 383:22-24, for the
purpose of investing funds of the state of New Hampshire, funds under the custody
of all governmental units, pooled risk management programs established pursuant
to RSA 5-B, agencies, authorities, commissions, boards, political subdivisions, and
all other public units within, or instrumentalities of the state of New Hampshire.
In accordance with GAAP, the external portion of the NHPDIP is reported as an
investment trust fund in the Fiduciary Funds using the economic resources mea-
surement focus and accrual basis of accounting. The internal portion of the pool
is reported in the general fund. NHPDIP financial statements can be obtained by
contacting NHPDIP at 497 Belknap Mountain Rd, Gilford NH 03249.

Agency Funds: Assets received by the state as an agent for other
governmental units, other organizations, or individuals are accounted for as agency
funds. Payroll taxes collected on behalf of the federal government and employee
voluntary deductions for deposit to the State’s deferred compensation plan are two
of the larger agency funds of the state.

NEW HAMPSHIRE e 39
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STATE OF NEW HAMPSHIRE
STATEMENT OF FIDUCIARY NET ASSETS
JUNE 30, 2004

(Expressed in Thousands)

Pension Trust Private-purpose Investment Trust Agency

Funds Trust Funds Funds Funds
ASSETS
Cash and Cash EqUIVaIENTS..........ccccceveeviiieieeceeere e, $ 1601 $ 8,598 $ 8,406
Cash Collateral on Security Lending..........cccocceeveiveereieeneane, 390,772
o] O T OO 392,373 8,598 8,406
Receivables:
Due from EMPIOYEIS......c.ccvveiveiiricirecieeee et 9,226
DUE frOM SEALE....c.vicviiriiticte ettt 4,620
Due from Plan MembErS...........ccceveverieiierieeiesese e 11,178
Due from Brokers for Securities Sold...........c.ccocevvierieennnn, 170,458
Interest and DIVIdends............cccveueiieieiieiiie e 13,651
1,549 135 % 159
Total RECEIVADIES. ........ccveviieiceeece e, 210,682 135 159
INVESHMENTS......coviveieeeee et eeee ettt e e reete e ae e e eae e, 4,380,263 9,395 275,072 306,468
OLNEY ASSELS.....cveiiiiciecte ettt ettt eve e 5,579
TOtAl ASSEES.....ocvivcviiteietieie ettt 4,988,897 18,128 275,231 314,874
LIABILITIES
Securities Lending Collateral............cc.covoeeievieveieieee e 390,772
Management Fees and Other Payables................ccooeevveveanenn 6,228 97
Due to Brokers for Securities Purchased..............c.ccccccuvene... 200,611
Custodial Funds Payable..............cccoeoveeeeeeeeeeeeeeee e 314,848
Other LiabilitieS........coovieiviieeiiiiee e, 58 26
Total LiabilitieS.......ccccveveverieiciesiee e 597,611 58 97 314,874
Net Assets Held in Trust for Benefits & Other Purposes..... $ 4,391,286 $ 18,070 $ 275,134
RECONCILIATION OF NET ASSETS HELD IN TRUST:
Employees' Pension Benefits............cccovveveeieeiecieccineennn, $ 3,949,350
Employees' Postemployment Healthcare Benefits.......... 441,936
Net Assets for Pool Participants in
External Investment POOL............ccovviiiiiieiiieinic e, $ 275,134
OtNEr PUIMPOSES. ......eoueveeeeeeetieeeee et $ 18,070
Net Assets Held in Trust for Benefits & Other Purposes..... $ 4,391,286 $ 18,070 $ 275,134

The notes to the financial statements are an integral part of this statement
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STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS
FOR THE FISCAL YEAR ENDED JUNE 30, 2004
(Expressed in Thousands)
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ADDITIONS Pension Trust Private-purpose Investment Trust
Contributions: Funds Trust Funds Funds
EMPIOYET <ottt ettt et ettt be e s re e eaae e reeenee, $ 100,805
State Contributions on Behalf of Local Employers..............ccceeeevvennn, 22,835
Total Employer CONtribUtioNS...........cvveveerieerieiieesieeseesiee e 123,640
Plan MEMDEIS.........iiiiiiiieiie ety 129,087
Post Retirement Medical Plan Contributions
on Behalf of Employers 43,083
From Participants........c.cccccvvevieeiiiiiiiiee e $ 18,263 $ 323,067
From Gifts, Bequests, and Endowments -
Total CONtHIBULIONS......cvveiiieeieecie e, 295,810 18,263 323,067
Investment Income:
From Investing Activities:
Net (Depreciation) in Fair Value of Investments..........cccccceevvvereeenneen. 456,341
INEEIEST INCOME. .. ittt sttt 52,078 150
[TV o LT3 Vo [ SRR 35,541
Alternative INVestment INCOME........c.ceioveiieeriie e ree e 6,320
Commercial Real Estate Operating Income.................. 29,371
Net Increase in Joint Value from Investment Income 2,275
Total Income from Investing ACtiVIties............ccoeiveeeiieciie e 579,651 150 2,275
Less: Investment Activity Expenses:
Investment ManagemeNnt FEES..........ccvvviiuiieiieeiee e e 20,910
CUSEOAIAI FEES...cviiiiiiieii ettt 520
Investment Advisor Fees..........cccccvenrnnee. 337
Total Investment Activity Expenses 21,767
Total Net Income from Investing ActiVities............ccovveveveein e, 557,884 150 2,275
From Securities Lending Activities:
Security LeNdiNg INCOME......ccviiiiiieieeie et 4,229
Less: Security Lending Borrower Rebates.............ccccevevvvecveecreecrecnenn, 2,931
Less: Security Lending Management FEES........cccccvvviviierveieenieenneenns 389
Net Income from Securities Lending ACtiVIties..........cc.cccveeeeveeneenne.. 909
Total Net INVeStMENt INCOME .......coveerieeiiiiiiieee e 558,793 150 2,275
Asset Transfer from Pension Plan...........c.ccocvevveviiveienese s 1,688
(@] 1 =T ST UR SRR 912 1,093
Total AAItIONS...eeiieiieiie e e 857,203 19,506 325,342
DEDUCTIONS
Benefits/Distributions to Participants...........cccccveviverieenieeiesiiesiesie e 299,499 13,254 2,275
Refunds of CoNtribBULIONS..........cccveieiiicsece e 16,781
AdMINISratiVe EXPENSE.....ecivieiiiieiieseesiesteeseesteesteesieebesaesaesseesaeesreens 5,497
Post Retirement Medical Plan Contributions to Pension
Plan on Behalf of EMPIOYETS.........ccovciieiieiiiiiecie et 43,083
CONSUIING FEES....eoiviiiiieiiieiteee ettt te e rae e sneesreesne s 698
Asset Transfer to Postretirement Medical Plan ............ccccocovevevevieriennnn, 1,688
(@] (=Y USSP 352 154 370,059
TOtal DEAUCHIONS ....eieeeeee ettt ens, 367,598 13,408 372,334
Change in NEt ASSEES.....c.covoveuieeeeeeceeeetee et es et 489,605 6,098 (46,992)
NET ASSETS HELD IN TRUST FOR BENEFITS & OTHER PURPOSES
Beginning 0f the YEaI........cccccuiiiiiiiiciiectecce ettt 3,901,681 11,972 322,126
ENA OF tNE YEAI.......ovvveeecececcee et $ 4,391,286 $ 18,070  $ 275,134

The notes to the financial statements are an integral part of this statement
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Notes to the Basic Financial
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NOTES TO THE BASIC FINANCIAL STATEMENTS
For the Year Ended June 30, 2004

Executive Council and three state officials serving as required by

1. SUMMARY OF SIGNIFICANT ACCOUNTING law. These state officials are the Governor, the Commissioner of

POLICIES

The accompanying financial statements of the State of New
Hampshire (the state) have been prepared in accordance
with accounting principles generally accepted in the United
States of America (GAAP) and as prescribed by the
Governmental Accounting Standards Board (GASB), which
is the primary standard-setting body for establishing
governmental accounting and financial reporting principles.

. REPORTING ENTITY

For financial reporting purposes, the state’s reporting entity
includes all funds, organizations, agencies, boards,
commissions, authorities and the state has considered all
potential component units for which the state is financially
accountable and other organizations for which the nature
and significance of their relationship with the state are such
that exclusion would cause the state’s financial statements
to be misleading or incomplete. The criteria to be considered
in determining financial accountability include whether the
state, as the primary government, has appointed a voting
majority of an organization’s governing body and (1) has
the ability to impose its will on that organization or (2)
there is potential for the organization to provide specific
financial benefits to or impose specific financial burdens on
the state. Financial accountability also exists if an
organization is determined to be fiscally dependent on the
primary government, although the primary government does
not appoint a voting majority of the organization’s governing
board.

Once financial accountability has been determined for a
potential component unit, that component unit is either
blended into the primary government or discretely presented
from the primary government. Potential component units
that do not meet the financial accountability criteria, but
where a voting majority of the governing board is appointed
by the state, are deemed to be related organizations. The
nature and relationship of the state’s component units and
related organizations are disclosed in the following section.

Discrete Component Units:

Discrete component units are entities, which are legally
separate from the state, but for which the state is financially
accountable for financial reporting purposes, or whose
relationship with the state is such that exclusion would cause
the state’s financial statements to be misleading or
incomplete. Complete audited financial statements of the
individual component units can be obtained from the
respective entities.

The component unit columns of the government-wide
financial statements include the financial data of the
following entities:

Major Component Unit

University System of New Hampshire - The University
System of New Hampshire (University System) is a body
corporate and politic with a governing board of twenty-five
members. A voting majority is held by the state through
the eleven members appointed by the Governor and

the Department of Education, and the Commissioner of the
Department of Agriculture. The remaining board members
represent the university and colleges of the system, the alumni,
and the student body. The University System funds its operations
through tuition and fees, government grants and contracts,
auxiliary operations, and state appropriations. USNH financials
can be obtained by contacting, USNH at 18 Garrison Avenue,
Durham NH 03824.

Non-major Component Units

Business Finance Authority of the State of New Hampshire -
The Business Finance Authority (BFA) is a body corporate and
politic with a governing board of fourteen members. The board
consists of nine members appointed by the Governor with the
consent of the Executive Council. The remaining members include
two state Representatives, two Senators, and the Treasurer. The
state currently guarantees outstanding loans and principal on
bonds of the BFA as of June 30, 2004, which creates the potential
for the BFA to impose a financial burden on the state. BFA's
financials can be obtained by contacting, BFA at 14 Dixon Avenue,
Suite 101, Concord NH 03301.

The Community Development Finance Authority - The
Community Development Finance Authority (CDFA) is a body
corporate and politic organized as a nonprofit corporation under
Revised Statutes Annotated (RSA) 292. The governing board of
eleven members is made up of the Commissioner of the
Department of Resources and Economic Development or designee
and ten public members appointed by the Governor and Executive
Council as follows: four representatives of community
development corporations or other nonprofit organizations
engaged in community development activities, one representative
of organized labor, two representatives of small business and the
financial community, one representative of employment training
programs, and two representatives of private financial institutions.
An investment tax credit equal to 75 percent of the contribution
made to the CDFA during the contributor’s tax year is allowed
against certain taxes imposed by the state. In accordance with
RSA 162-L:10, the total credits allowed shall not exceed $5.0 million
in any state fiscal year. CDFA's financials can be obtained by
contacting CDFA at, CDFA 14 Dixon Avenue, Suite 101, Concord
NH 03301.

Pease Development Authority - The Pease Development
Authority (PDA) is a body corporate and politic with a governing
body of seven members. Four members are appointed by the
Governor and state legislative leadership, and three members are
appointed by the city of Portsmouth and the town of Newington.
The state currently guarantees outstanding loans and principal
on bonds of the PDA and has issued bonds on behalf of the PDA
as of June 30, 2004, which creates the potential for the PDA to
impose a financial burden on the state. In addition, the state has
made several loans to the PDA. PDA's financials can be obtained
by contacting PDA at, 360 Corporate Drive, Portsmouth NH 03801.

Pursuant to Chapter 290 Laws of 2001, the New Hampshire State
Port Authority, a former department of the primary state
government, was transferred to the PDA effective July 1, 2001.
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Fiduciary Component Unit:

The state's fiduciary component unit consists of the Pension Trust
Fund, which represents the assets and liabilities of the following:

New Hampshire Retirement System - The New Hampshire
Retirement System (System) is a contributory pension plan and
trust qualified as a tax exempt organization under Sections 401(a)
and 501(a) of the Internal Revenue Code. It is a defined benefit
plan providing disability, death, and retirement protection to its
members, which include full-time employees of the state and
substantially all school teachers, firefighters, and police officers
within the state. Full-time employees of political subdivisions
may participate if their governing body elects to participate.

The System is administered by a 13 member board of
Trustees on which the state does not represent a voting
majority. The Board is fiduciarily responsible for the trust
fund’s assets and directs the investment of the pension
assets, reviews actuarial assumptions and valuations from
which the employer contribution rates are certified by the
board, and generally supervises the operations of the
System.

The System is deemed to be fiscally dependent on the state
because the employee member contribution rates are set
through state statute, and the state has budget approval
authority over the administrative costs of the System.

This component unit is presented in the fiduciary funds, along
with other fiduciary funds of the state, and they have been
omitted from the states government-wide financial statements.

Related Organizations:

The state is responsible for appointing voting members to the
governing boards of the following legally separate organizations,
but the state’s financial accountability for these organizations
does not extend beyond making the appointments. Therefore,
the financial data of these entities are excluded from the state’s
financial statements.

Those organizations are:

® Maine - New Hampshire Interstate Bridge Authority
® New Hampshire Health and Education Facilities Authority
® New Hampshire Housing Finance Authority

® New Hampshire Municipal Bond Bank

B. GOVERNMENT-WIDE AND FUND FINANCIAL
STATEMENTS

Government-Wide Financial Statements

The Statement of Net Assets and Statement of Activities report
information on all of the non-fiduciary activities of the primary
government and its component units. For the most part, the
effect of interfund activity has been removed from these
statements. Primary government activities are distinguished
between governmental and business-type activities.
Governmental activities are normally supported through taxes
and intergovernmental revenues. Business-type activities rely,
to a significant extent, on fees and charges for support.
Likewise, the primary government is reported separately from
the legally separate component units for which the primary
government is financially accountable.

The Statement of Net Assets presents the reporting entity’s
non-fiduciary assets and liabilities, with the difference
reported as net assets. Net assets are restricted when
constraints placed on them are either externally imposed or
are imposed by constitutional provisions or enabling
legislation. Internally imposed designations of resources are
not presented as restricted net assets.

The Statement of Activities demonstrates the degree to which
the direct expenses of a given function or segment are offset
by program revenues. Direct expenses are those that are
clearly identifiable with a specific function or segment.
Program revenues include 1) charges to customers or
applicants who purchase, use, or directly benefit from goods,
services, or privileges provided by a given function or segment
and 2) grants and contributions that are restricted to meeting
the operational or capital requirements of a particular function
or segment. Taxes and other items not meeting the definition
of program revenues are reported instead as general revenues.
Resources that are dedicated internally are reported as general
revenue rather than program revenue. Certain indirect costs
are included in program expenses reported for individual
functions.

Fund Financial Statements

Separate financial statements are provided for governmental
funds, proprietary funds, and fiduciary funds, even though
the latter are excluded from the government-wide financial
statements. Major individual governmental funds and major
individual proprietary funds are reported as separate columns
in the fund financial statements.

MEASUREMENT FOCUS, BASIS OF ACCOUNTING AND

FINANCIAL STATEMENT PRESENTATION

Measurement Focus and Basis of Accounting

The government-wide financial statements are reported using the
economic resources measurement focus and the accrual basis
of accounting, as are the proprietary and fiduciary fund
financial statements. Revenues are recorded when earned and
expenses are recorded when a liability is incurred, regardless
of the timing of related cash flows. Property taxes are
recognized as revenues in the year for which they are levied.
Grants and similar items are recognized as revenue as soon as
all eligibility requirements have been met.

Governmental fund financial statements are reported using the
current financial resources measurement focus and the modified
accrual basis of accounting. Revenues are recognized as soon
as they are both measurable and available. Revenues are
considered to be available when they are collectible within the
current period or soon enough thereafter to pay liabilities of
the current period. For this purpose, the state generally
considers revenues to be available if they are collected within
60 days of the end of the current fiscal period.

Expenditures generally are recorded when a liability is incurred,
as under accrual accounting. However, expenditures related
to debt service, compensated absences and claims and
judgments are recorded only when payment is due.

Proprietary Fund, Fiduciary Funds and Similar Component Units,
and Component Unit financial statements are reported using the
economic resources measurement focus and the accrual basis
of accounting, similar to the government-wide statements
described above.



In reporting proprietary activities, including component units,
the state only applies applicable GASB pronouncements as well
as the following pronouncements issued on or before November
30, 1989, for its business-type activities and enterprise funds,
unless these pronouncements conflict with or contradict GASB
pronouncements: Financial Accounting Standards Board
Statements and Interpretations, Accounting Principles Board
Opinions, and Accounting Research Bulletins of the Committee
on Accounting Procedure.

Financial Statement Presentation

A fund is a separate accounting entity with a self-balancing set
of accounts. Fund accounting is designed to report financial
position and the results of operations, to demonstrate legal
compliance, and to aid financial management by segregating
transactions related to certain government functions or activities.

The state reports the following major governmental funds:

General Fund: The General Fund is the state’s primary
operating fund and accounts for all financial transactions
not accounted for in any other fund.

Highway Fund: The Highway Fund is used to account for
the revenues and expenditures used in the construction and
maintenance of the state’s public highways and the
supervision of traffic thereon.

Education Fund.: In fiscal year 2000, the Education Trust Fund
was created in accordance with Chapter 17:41, Laws of 1999.
The fund is non-lapsing and is used to distribute adequate
education grants to school districts.

The state reports the following major enterprise funds:

The Ligquor Commission accounts for the operations of state-
owned liquor stores and the sales of all beer and liquor
sold in the state.

The Lottery Commission accounts for the operations of the
state’s lottery games.

The Turnpike System accounts for the revenues and
expenditures used in the construction, maintenance and
operations of transportation toll facilities.

The New Hampshire Unemployment Trust Fund receives
contributions from employers and provides benefits to
eligible unemployed workers.

Additionally, the state reports the following fund types:

Governmental Fund Types

Capital Projects Fund - used to account for certain capital
improvement appropriations which are or will be primarily
funded by the issuance of state bonds or notes, other than
bonds and notes for highway or turnpike purposes, or by
the application of certain federal matching grants.

Permanent Funds - report resources that are legally restricted
to the extent that only earnings, and not principal, may be
used for purposes that benefit the state or its citizenry.

Proprietary Fund Types

Internal Service Fund - provides services primarily to other
agencies or funds of the state, rather than to the general
public. These services include health related fringe benefits.
The internal service fund was established in October 2003,
therefore, only nine months of activity is reflected in the
accompanying financial statements. In the government-wide
financial statements, internal service funds are included with
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governmental activities.

Fiduciary Fund Types

Pension (and Other Employee Benefits) Trust Fund - report
resources that are required to be held in trust for the
members and beneficiaries of the state's defined contribution
plan, and post employment benefit plan. The New
Hampshire Retirement System is a component unit of the
State.

Investment Trust Fund - accounts for the transactions, assets,
liabilities and fund equity of the external investment pool.

Private Purpose Trust Funds - report resources of all other
trust arrangements in which principal and income benefit
individuals, private organizations, or other governments.

Agency Funds - report assets and liabilities for deposits and
investments entrusted to the State as an agent for others.

Reporting Periods

The accompanying financial statements of the state are presented
as of June 30, 2004, and for the year then ended, except for the
following entities: The Community Development Finance
Authority (December 31, 2003).

D. CASH EQUIVALENTS

For the purposes of the Statement of Cash Flows, cash equivalents
represent short-term investments with original maturities less than
three months from the date acquired by the state.

E. INVESTMENTS

Investments are reported at fair value except for investments of
the investment trust fund, which are reported at net amortized
cost because it qualifies as a 2a7-like pool.

F. RECEIVABLES

Receivables in the government-wide financial statements represent
amounts due to the state at June 30, recorded as revenue, which
will be collected sometime in the future and consist primarily of
accrued taxes and federal grants receivable. In the governmental
fund financial statements, taxes receivable are primarily taxpayer-
assessed revenues representing amounts owed by the taxpayers,
which are received by the state within 60 days after year-end,
except for federal grants, which reimburse the state for
expenditures incurred pursuant to federally funded programs.
Tax revenues are susceptible to accrual in accordance with
measurable and available criteria under the modified accrual basis
of accounting.

G. INVENTORIES

Inventories for materials and supplies are determined by physical
count. The Lottery's game tickets are stated at the lower of cost
(first-in, first-out method) or market. All other inventories in the
governmental and proprietary funds are stated at average cost.

Governmental fund inventories are recorded under the purchase
method. Reported inventory balances in the governmental funds
are offset by a fund balance reserve that indicates they do not
constitute “available expendable resources”.
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H. RESTRICTED ASSETS

The proceeds of Turnpike System revenue bonds, as well as
certain resources set aside for their repayment, are classified
as restricted assets.

CAPITAL ASSETS

Capital assets, which include property, plant, equipment, and
infrastructure assets (e.g. roads, bridges and similar items),
are reported in the applicable governmental or business-type
activities columns in the government-wide financial statements.
Such assets, whether purchased or constructed, are recorded
at historical cost or estimated historical cost. Donated capital
assets are recorded at estimated fair market value at the date
of donation.

Equipment is capitalized when the cost of individual items
exceed $10,000, and all other capital assets are capitalized when
the cost of individual items or projects exceed $100,000. The
costs of normal maintenance and repairs that do not add to
the value of the asset or materially extend assets lives are not
capitalized.

Capital assets of the primary government and the component
units are depreciated using the straight-line method over the
following useful lives:

Equipment 5 years
Buildings 40 years
Building improvements 20 years
Infrastructure 50 years
Computer software 5 years

DEFERRED REVENUE

In the government-wide financial statements and the
proprietary fund financial statements, deferred revenue is
recognized when cash, receivables or other assets are recorded
prior to their being earned. In the governmental fund financial
statements deferred revenue represents monies received or
revenues accrued which have not been earned or do not meet
the “available” criterion for revenue recognition under the
modified accrual basis of accounting. The deferred revenue in
the governmental fund types has primarily resulted as an offset
to long-term loans receivable and federal funds received in
advance of eligible expenditures.

. COMPENSATED ABSENCES

All full-time state employees in classified service earn annual
and sick leave. At the end of each fiscal year, additional leave
(bonus days) may be awarded based on the amount of sick
leave taken during the year. Accrued compensatory time,
earned for overtime worked, must be taken within one year.

The state’s compensated absences liability represents the total
liability for the cumulative balance of employees’ annual,
bonus, compensatory, and sick leave based on years of service
rendered along with the state’s share of social security and
retirement contributions. The current portion of the leave
liability is calculated based on the characteristics of the type of
leave and on a LIFO (last in first out) basis, which assumes
employees use their most recent earned leave first. The accrued
liability for annual leave does not exceed the maximum
cumulative balance allowed which ranges from 32 to 50 days
based on years of service. The accrual for sick leave is made
to the extent it's probable that the benefits will result in
termination payments rather than be taken as absences due to
illness. The liability for compensated absences is recorded in

the government-wide and proprietary fund financial
statements.

In the governmental fund financial statements, liabilities for
compensated absences are accrued when they are “due and
payable” and recorded in the fund only for employee
resignations and retirements that occur before year-end and
were paid out after year-end.

. ENCUMBRANCES

Contracts and purchasing commitments are recorded as
encumbrances when the contract or purchase order is executed.
Upon receipt of goods or services, the encumbrance is
liquidated and the expenditure and liability are recorded.
Unliquidated encumbrances are reported in the Reserved for
Encumbrances account as a component of fund equity for the
governmental fund types.

. FUND BALANCES

Fund balances for all governmental funds are either reserved
or unreserved. Reserved fund balances reflect either 1) assets,
which, by their nature, are not available for appropriations
(Reserve for Inventories); 2) funds legally segregated for a
specific future use (Reserve for Encumbrances); 3) segregated
by legal restrictions (Reserve for Permanent Funds). Certain
reserve accounts are further described below:

Reserved for Unexpended Appropriations: This account
represents amounts of unexpended appropriations legally
carried forward and available for encumbrances and
expenditures in the succeeding year.

Reserved for Revenue Stabilization: RSA 9:13-e established
the Revenue Stabilization account for the purpose of deficit
reduction. As amended by Chapter 158:41, Laws of 2001, at
the close of each fiscal biennium, any General Fund
undesignated fund balance, remaining after Education Trust
Fund transfer, is distributed to the Revenue Stabilization
account. The maximum balance that may accumulate in the
account is limited to 10% of the General Fund unrestricted
revenue. The account may not be used for any other purpose
without specific approval by two-thirds of each house of the
Legislature and the Governor.

In the event of a General Fund undesignated fund balance
deficit at the close of a fiscal biennium, a transfer from the
Reserved for Revenue Stabilization account may be made only
if the General Fund’s unrestricted revenues are less than
budgeted. The amount of the transfer is limited to the smaller
of the General Fund undesignated fund balance deficit or the
unrestricted revenue shortfall. Further, Chapter 319:33, Laws
of 2003 authorized a transfer from this account to the General
Fund in the event of a General Fund deficit at the close of
fiscal year 2003. At June 30, 2004, there were no transfers to
or from the revenue stabilization account. Therefore the
balance remained at $17.3 million.

. CAPITAL OUTLAYS

Capital outlays represent equipment purchases for all funds.
In addition to equipment purchases, the Highway Fund’s
capital outlays represent expenditures for the 10-year state
capital highway construction program.



O. BOND DISCOUNTS, PREMIUMS AND ISSUANCE COSTS

In the government-wide and proprietary fund financial
statements, bond discounts/premiums and issuance costs are
deferred and amortized over the term of the bonds using the
straight-line method. Bonds payable are reported net of the
applicable bond premium or discount. Bond issue costs are
reported as deferred charges.

In the fund financial statements, governmental fund types
recognize bond discounts, premiums, and issuance costs in
the period the bond proceeds are received. The face amount
of the debt issued is reported as other financing sources.
Premiums received on debt issuance are reported as other
financing sources while discounts are reported as other
financing uses. Issuance costs, whether or not withheld from
the actual debt proceeds, are reported as expenditures.

. REVENUES AND EXPENDITURES/EXPENSES

In the government-wide Statement of Activities, revenues and
expenses are segregated by activity (governmental or business-
type), then further by function (e.g. general government,
education, etc.). Additionally, revenues are classified between
program and general revenues. Program revenues include 1)
charges to customers or applicants for goods, services, or
privileges provided, 2) operating grants and contributions, and
3) capital grants and contributions. Internally dedicated
resources are reported as general revenues, rather than as
program revenue. General revenues include all taxes. Certain
indirect costs are included in the program expenses reported
for individual functions.

In the governmental fund financial statements, revenues are
reported by source. For budgetary control purposes, revenues
are further classified as either “general purpose” or “restricted”.
General purpose revenues are available to fund any activity
accounted for in the fund. Restricted revenues are, either by
state law or by outside restriction (e.g. federal grants), available
only for specified purposes. Unused restricted revenues at
year end are recorded as reservations of fund balance. When
both general purpose and restricted funds are available for
use, it is the state’s policy to use restricted resources first.

In the governmental fund financial statements, expenditures
are reported by character: “Current”, “Debt Service” or “Capital
Outlay.” Current expenditures are subclassified by function
and are for items such as salaries, grants, supplies and services.
Debt service includes both interest and principal outlays related
to bonds. Capital outlay includes expenditures for real property
or infrastructure (e.g. highways).

Revenues and expenses of proprietary funds are classified as
operating or nonoperating and are subclassified by object (e.g.
administration and depreciation). Operating revenues and
expenses generally result from providing services and
producing and delivering goods. All other revenues and
expenses are reported as nonoperating.

Other Financing Sources (Uses) - these additions to and
reductions from governmental resources in fund financial
statements normally result from transfers from/to other funds
and include financing provided by bond proceeds. Legally
required transfers are reported when incurred as “Operating
Transfers In” by the receiving fund and as “Operating Transfers
Out” by the disbursing fund.

Reimbursements - Various departments charge fees on a user
basis for such services as centralized data processing,
accounting and auditing, purchasing, personnel, and
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maintenance and telecommunications. These transactions, when
material, have been eliminated in the government-wide and
governmental fund financial statements.

. INTERFUND ACTIVITY AND BALANCES

Interfund Activity - As a general rule, the effect of interfund
activity has been eliminated from the government-wide
statements. Exceptions to this rule are: 1) activities between
funds reported as governmental activities and funds reported
as business-type activities (e.g. transfers of profits from the
Liquor Commission to General Fund and the Sweepstakes
Commission to the Education Fund) and 2) activities between
funds that are reported in different functional categories in
either the governmental or business-type activities column.
Elimination of these activities would distort the direct costs
and program revenues for the functions concerned.

In the fund financial statements, transfers represent flows of
assets (such as goods or cash) without equivalent flows of
assets in return or a requirement for repayment. In addition,
transfers are recorded when a fund receiving revenue provides
it to the fund which expends the resources.

Interfund Balances - Interfund receivables and payables have
been eliminated from the Statement of Net Assets, except for
the residual amounts due between governmental and business-
type activities.

. CAPITAL PROJECTS

The state records the resources obtained and used for the
acquisition, construction, or improvement of certain capital
facilities in the Highway Fund and the Capital Projects Fund.
Encumbrances are recorded when contracts are executed.
Expenditures are recorded when incurred and encumbrances
are liquidated at that time.

Resources obtained to finance capital projects include federal
grants and general obligation bonds. General obligation bonds
are recorded as liabilities and as other financing sources in the
funds that receive the proceeds.

S. BUDGET CONTROL AND REPORTING

The Statutes of the State of New Hampshire require the
Governor to submit a biennial budget to the Legislature for
adoption. This budget, which includes a separate budget for
each year of the biennium, consists of three parts: Part I is the
Governor’s program for meeting all expenditure needs and
estimating revenues. There is no constitutional or statutory
requirement that the Governor, propose or the Legislature
adopt a budget that does not resort to borrowing. Part Il is a
detailed breakdown of the budget at the department level for
appropriations to meet the expenditure needs of the
government. Part III consists of draft appropriation bills for
the appropriations made in the proposed budget.

The operating budget is prepared principally on a modified
cash basis and adopted for the governmental and proprietary
funds, with the exception of the Capital Projects Fund. The
Capital Projects Fund budget represents individual projects
that extend over several fiscal years. Since the Capital Projects
Fund comprises appropriations for multi-year projects, it is
not included in the budget and actual comparisons statement.
Fiduciary funds are not budgeted.

In addition to the enacted biennial operating budget, the
Governor may submit to the Legislature supplemental budget
requests necessary to meet expenditures during the current
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biennium. Appropriation transfers can be made within a
department without the approval of the Legislature; therefore, the
legal level of budgetary control is at the departmental level.

Both, the Executive, and Legislative Branches of government
maintain additional fiscal control procedures. The Executive
Branch, represented by the Commissioner of the Department of
Administrative Services, is directed to continually monitor the
State’s financial operations, needs, and resources, and to maintain
an integrated financial accounting system. The Legislative Branch,
represented by the Fiscal Committee, the Joint Legislative Capital
Budget Overview Committee, and the Office of the Legislative
Budget Assistant, monitors compliance with the budget and the
effectiveness of budgeted programs.

Unexpended balances of appropriations at year end will lapse to

undesignated fund balance and be available for future
appropriations unless they have been encumbered or legally
defined as non-lapsing, which means the balances are reported as
reservation of fund balance. The balance of unexpended
encumbrances are brought forward into the next fiscal year.
Capital Projects Fund unencumbered appropriations lapse in two
years unless extended or designated as non-lapsing by law.

Budget to Actual Comparisons and additional budgetary
information are included as Required Supplementary Information.

T. USE OF ESTIMATES

The preparation of financial statements in conformity with
generally accepted accounting principles requires management to
make estimates and assumptions that affect the amounts reported
in the financial statements and accompanying notes. Actual results
could differ from those estimates.

2. CASH, CASH EQUIVALENTS, AND INVESTMENTS

PRIMARY GOVERNMENT

The state pools cash and investments except for separate cash and
investment accounts maintained in accordance with legal
restrictions. Each fund’s equity share of the total pooled cash and
investments and restricted assets is included on the combined
balance sheet under the captions "Cash and Cash Equivalents"
and "Investments".

Deposits: The following statutory requirements and Treasury
Department policies have been adopted to minimize risk associated
with deposits.

RSA 6:7 establishes the policy the state Treasurer must adhere
to when depositing public monies. The statute restricts deposits
to national banks, trust companies, and savings banks within the
United States that have a branch in the state of New Hampshire.
In addition, all depositories used by the state must be approved
at least annually by the Governor and Executive Council.

RSA Chapter 6-B:2 requires the state Treasurer to submit quarterly
financial reports to the Governor and Executive Council, the
Commissioner of Administrative Services, and the Legislative
Fiscal Committee.

The Treasury Department examines the financial condition of its
depositories quarterly. The state Treasurer is not required to
collateralize bank deposits. Nevertheless, during fiscal year 2003,
the Treasury Department collateralized deposits at one of its
major depositories.

Investments: The following statutory requirements and Treasury
Department policies have been adopted to ensure reasonable rates
of return on investments while minimizing risk factors.

RSA Chapter 6:8 sets the policies the state Treasurer must adhere
to when investing state funds. Subject to Governor and Council
approval, the Treasurer must invest in certain types of investments.
Those investments include obligations of the United States
government or local governments within New Hampshire, savings
accounts and legal investments for savings banks and trust
companies, participation units in the public deposit investment
pool, and certificates of deposit of state or federally chartered
banks within New Hampshire or national banks in Massachusetts.

The financial condition of each bank in which or through which
investments are made is evaluated by the Treasury Department
on a quarterly basis. Banks through which repurchase agreements
are written maintain their collateral in an investment book entry
account with the Federal Reserve. That collateral is not separate
from the banks’ assets. However, securities used for collateral are
segregated from the banks' investment accounts and are kept free
of liens, charges, or claims of third parties. The state Treasurer is
prohibited by statute from entering into reverse repurchase
agreements.

Some United States Government Obligations are classified as cash
and cash equivalents on the balance sheet because their original
maturities are less than three months. For purposes of the notes
to the financial statements, United States Government Obligations
are categorized as investments in accordance with GAAP.

New Hampshire Public Deposit Investment Pool (NHPDIP):
The NHPDIP has been established, in accordance with RSA 383:22-
24, for the purpose of investing funds of the state of New Hamp-
shire, funds under the custody of all governmental units, pooled
risk management programs established pursuant to RSA 5-B, agen-
cies, authorities, commissions, boards, political subdivisions, and
all other public units within, or instrumentalities of the state of
New Hampshire. In accordance with GAAP, the external portion
of the NHPDIP is reported as an investment trust fund in the
Fiduciary Funds using the economic resources measurement fo-
cus and accrual basis of accounting. The internal portion of the
pool is reported in the general fund. NHPDIP financial state-
ments can be obtained by contacting NHPDIP at 497 Belknap
Mountain Rd, Gilford NH 03249.
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The balances of the state's deposit accounts at June 30, 2004, listed by custody risk category, are shown in the following schedule. The
total bank balance represents the total amounts on deposit as reported by the banks. The carrying amount represents the balances
on the state's records. The principal difference in demand deposits is outstanding checks which have not cleared the bank as of June
30, 2004 (expressed in thousands):

Categories
Total Bank Carrying
Description: 1 2 3 Balance Amount
Pooled Deposits:
Demand Deposits (Interest Bearing). $ 339 $ 43,434 $ 7,075 | $ 50,848 | $ (2,143)
Money Market Accounts 200 166,118 37 166,355 166,356
Savings Accounts . 100 1,497 1,597 1,597
Certificates Of DEPOSIL........coeriirieriiiiiiisieie e - 14,096 14,096 14,096
SUD TOtAL ... $ 639 $ 209,552 $ 22,705 | $ 232,896 | $ 179,906
Restricted Deposits:
DemMand DEPOSIES. ......ueverieiiiriiiiieieieeieer ettt 208 12,777 26 13,011 13,011
Money Market Accounts 22,110 61 22,171 22,171
Certificates of Deposit 5,000 5,000 5,000
Sub Total . 208 34,887 5,087 40,182 40,182
Total DEPOSILS.......cccviveiiiiiiici e $ 847 $ 244,439 $ 27,792 | $ 273,078 | $ 220,088
Category 1 Fully insured or collateralized with securities held by the state or its agent in the state’s name.
Category 2 Collateralized with securities held by the pledging financial institution’s trust department or agent in the state’s name.

Category 3 Uncollateralized.
In accordance with GAAP, investments are classified as to custody risk by the three categories described below (expressed in thousands):

Categories
Fair
Description: 1 2 3 Value
Pooled Investments:
StOCKS AN BONGS.......eeviiiiiieieie et 296,437 296,437
RepUrchase AgreemENLS. .........ccvieiieriirieienreeieeee et 123,127 123,127
United States Government Obligations. 106,126 106,126
Sub Total $ 123,127 $ 402,563 | $ 525,690
Restricted Investments:
United States Government Obligations............coccoeviireiineneinienenns 19,308 19,308
SUD TOAL ... $ - $ 19,308 $ - $ 19,308

Uncategorized:
United States Government Obligations:
(Funds on deposit in the Federal Unemployment Trust Fund)............ 239,402

(Funds on deposit at MUSL) - Restricted.. 2,334
Open-ended Mutual Funds. 324,904
Sub total 566,640
Total INVESIMENES.....oiviiiiiiieicieeec e $ 1,111,638
Category 1 Insured or registered in the State’s name, or securities held by the state or its agent in the state’s name.
Category 2 Uninsured and unregistered, with securities held by the counterparty’s trust department or agent in the state’s name.
Category 3 Uninsured and unregistered, with securities held by the counterparty, or by its trust department or agent but not in the state’s name.
Reconciliation Between Financial Statements and Footnote
Unrestricted Restricted
Cash and Cash Cash and Cash
Equivalents Investments Equivalents Investments Total
Per Statement of Net Assets Primary Government | $ 649,163 $ 31,048 $ 18,010 $ 36,435 | $ 734,656
Per Statement of Fiduciary Net Assets Private Purpose 8,598 9,395 17,993
Investment Trust 275,072 275,072
Agency Funds 8,406 306,468 314,874
Total per Financial Statements | $ 666,167 $ 621,983 | $ 18,010 $ 36,435 | $ 1,342,595
Per Footnote
Cash On Hand $ 10,869
Carrying Amount of Deposits 220,088
Investments at Fair Value 836,566
Investments at Amortized Cost 275,072
Total Per Footnote $ 1,342,595
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MAJOR COMPONENT UNIT (University System of New Hampshire)

Levels of Risk of Cash and Cash Equivalents (expressed in thousands):

Categories Total Carrying
1 2 3 Bank Amount
Deposits:
Cash & Repurchase Agreements........ $ 11512 |$ 11512 ($ 11,512
Money Market Fund.... 61,418 61,418 61,418
Commercial Paper..........cccovcvveeeiineeenn. 0 1,993
Total DEPOSItS......eeveeierieiieerireieneens $ 72930|% 72930 ($ 74,923
Category 1 Fully insured or collateralized with securities held by the state or its agent in the state’s name.
Category 2 Collateralized with securities held by the pledging financial institution’s trust department or agent in the state’s name.
Category 3 Uncollateralized.
Level of Risk for Investments (Expressed in Thousands):
Categories Fair
Investments: 1 2 3 Value
Stocks and Bonds............ccccciiiniiiiniin $ 53,222 $ 73,693 | $ 126,915
Subtotal........ccoviiiiii 53,222 73,693 126,915
Uncategorized:
Money Market FUNAS..........ccoeoiieiiiiiiiee e 36,756
Mutual FUNAS........oooviiiiiiiiieecee e 83,760
EQUItIES. ..o 24,626
U.S. Government Obligations.............cccovvveeeniineeenn. 1,253
Investments Held by Others.............cccoceiiiiiieens 18,012
Subtotal.......ccocoiiiii 164,407
Total Investments............cccoeiviiiinicns, $ 53,222 $ 73,693 | $ 291,322
Category 1 Insured or registered in the state’s name, or securities held by the state or its agent in the state’s name.
Category 2 Uninsured and unregistered, with securities held by the counterparty’s trust department or agent in the state’s name.

Category 3 Uninsured and unregistered, with securities held by the counterparty, or by its trust department or agent but not in the state's name.
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The following is a breakdown of receivables at June 30, 2004 (expressed in thousands):

Major
Business- Component
Governmental Type Total Unit
Short Term Receivables
Taxes:
Meals and ROOMS.........cccovveriieiieenie e e $ 21,223 $ 21,223
BUSINESS TAXES.....eviieiiiiieiiiie e et 119,165 119,165
TODACCO. ...eeiiiiiiie ettt 5,904 5,904
Estate and LEgacy........cccccvrviveeiiiieeiiiiee e 2,000 2,000
Real Estate Transfer...........cccooveviiiiiiiie i 17,430 17,430
Interest & Dividends...........ccccoevvviiieniienieccee e 10,373 10,373
COMMUNICALIONS. ...cciiviieeiiieeerieee e e e 6,455 6,455
Utility Property TaX.......ccoeeiceeeeniiiee e eiiee e 10,250 10,250
Gasoline Road Toll.......c..ooiiiiiiiiiiiiee e, 11,539 11,539
BEEI ... $ 1,186 1,186
SUbtOtal.......ooiiiiie e 204,339 1,186 205,525
Other Receivables:
Turnpike SYSteM......c.oiiiiiiiiiiie et 1,073 1,073
Liguor COmMmMISSION. ......ccuveiiiiiiieiiiiee e 4,607 4,607
Lottery COmMmMISSION.......c.ueeiiiiiieiiiiee e 1,166 1,166
Unemployment Trust Fund..........cccccveeiiieiiineennns 23,559 23,559
Board and Care.........ccccocveiiiiiiiniieee e 1,484 1,484
Federal Grants..........cccoovvvieiiienieiee e 187,158 187,158 $ 15,284
Local Grants.........cccueeeeiiiie e 56,819 56,819
Miscellaneous............ceeiviiiiiiiiie e, 46,877 46,877 11,174
Short Term Portion Of State Revolving Loan Fund 14,000 14,000
Short Term Portion Of Note/Pledge Receivable..... 3,855
SUBOtal.......ooeiiiie e 306,338 30,405 336,743 30,313
Total Current Receivables (Gross)................. 510,677 31,591 542,268 30,313
Long Term Receivables
State Revolving Loan Fund............ccccooceiiiiniennnns 203,949 203,949
Note/Pledge Receivable 23,227
Total Long Term Receivables (Gross)........... 203,949 203,949 23,227
Allowance for Doubtful Accounts (50,180) (4,579) (54,759) (3,231)
Total Receivables (Net).......ccccvevverereerienenne $ 664,446 $ 27,012 $ 691,458 $ 50,309

State Revolving Loan Fund:

Primary Government: As of June 30, 2004, total water pollution
control loans outstanding amounted to $217.9 million were
recorcorded in the state's general fund. This amount was offset
by a corresponding amount of deferred revenue. The state Water
Pollution Control Revolving Loan Fund ("State Revolving Fund"),
established by RSA 486:14, provides loans and other assistance
to local communities for financing waste water treatment facilities.
The State Revolving Fund was authorized through the Federal
Clean Water Act of 1988 and was initially funded through a
federal capitalization grant program to states which requires state
matching funds equal to 20% of the capitalization grant funding.
Principal and interest payments on the loans will occur over a
period not to exceed 20 years and will be credited directly to the
State Revolving Fund, enabling the fund balance to be available
in perpetuity.

Major Component Unit: The component unit balance is
University System of New Hampshire Perkins Loans and other
college and university loans of $50.3 million.

Deferred Revenue:

Primary Government: Governmental funds report deferred
revenue in connection with receivables for revenues that are
not considered to be available to liquidate liabilities of the
current period. Governmental funds also defer revenue rec-
ognition in connection with resources that have been received,
but not yet earned. As of June 30, 2004, the various compo-
nents of deferred revenue ($397.7 million) reported in the gov-
ernmental funds were as follows:

Unavailable  Unearned
Taxes & Fees receivable.......... $ 94,026
Loans receivable...................... 260,015 $ 2,235
Federal/Local receivables......... 4,359 2,507
Receipts in advance of
eligibility requirements............ 34,590
Total...oooveceeceeeee, $ 358,400 $ 39,332
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4. CAPITAL ASSETS

Capital Asset activity for the year ended June 30, 2004, was as follows (expressed in thousands):

Beginning Ending
Balance Increases Decreases Balance
Governmental Activities:
Capital Assets not being depreciated:

Land & Land Improvements.............cccceeveriiviiieiniesinnns $ 285,448  $ 44940 $ (649) $ 329,739
Construction in Progress 180,807 72,745 (38,366) 215,186
Work in Progress Computer Software 1,641 3,747 (1,330) 4,058

Total Capital Assets not being depreciated.. 467,896 121,432 (40,345) 548,983

Other Capital Assets:

Equipment & Computer Software 134,618 31,954 (7,535) 159,037
Buildings & Building Improvements.... 484,240 8,863 (44) 493,059
Land Improvements.... 94,499 862 95,361
Infrastructure..... 2,503,567 28,274 2,531,841

Total Other Assets ... 3,216,924 69,953 (7,579) 3,279,298

Less accumulated depreciation for:

Equipment & Computer Software... (98,316) (22,411) 7,977 (112,750)
Buildings & Building Improvements... (225,957) (12,934) 206 (238,685)
Land Improvements... (71,710) (2,300) 11 (73,999)
Infrastructure.... (1,509,777) (36,172) (1,545,949)

Total Accumulated Depreciation.. (1,905,760) (73,817) 8,194 (1,971,383)

Other Capital Assets, Net 1,311,164 (3,864) 615 1,307,915

Governmental Activities Capital Assets, Net.

$ 1,779,060 $ 117,568 $ (39,730) $ 1,856,898

Business-Type Activities:
Turnpike:
Capital Assets not being depreciated:

Land & Land Improvements.. $ 93,352 $ 6,675 $ 93) $ 99,934
Construction in Progress.. 44,595 15,310 (23,523) 36,382
Work In Progress Computer Software. 8,498 8,498

Capital Assets not being depreciated .................... 137,947 30,483 (23,616) 144,814
Other Capital Assets:

EQUIPMENT. ...ttt 15,208 402 (375) 15,235
Buildings & Building Improvements.. 4,786 42 4,828
Infrastructure... 510,088 23,523 533,611

Total Capital Assets . 668,029 54,450 (23,991) 698,488
Less accumulated depreciation for:

Equipment.... (13,715) (912) 374 (14,253)
Buildings & Building Improvements.. (2,454) (73) (2,527)
Infrastructure (146,666) (10,743) (157,409)

Total Accumulated Depreciation (162,835) (11,728) 374 (174,189)

Turnpike Capital Assets, Net. $ 505,194 $ 42,722 $ (23,617) $ 524,299

Liquor:
Capital Assets not being depreciated:
Land & Land Improvements............ccoccovvvviiniininnieene $ 2,065 % 300 $ 2,355
Other Capital Assets:
Equipment 9,041 $ 156 $ (56) 9,141
Buildings & Building Improvements.. 17,612 293 17,905
Land IMprovements. ...........coveveeniiniennieiieeeee e 876 1 877
Total Capital ASSELS .......ccoeveeiirieiiireeese e 29,584 750 (56) 30,278
Less accumulated depreciation for:
EQUIPMENT....oiiiiiiiiiiicee e (6,485) (999) 54 (7,430)
Buildings & Building Improvements.. (7,595) (593) (8,188)
Land Improvements (612) (21) (633)
Total Accumulated Depreciation............c.ccocereerenne (14,692) (1,613) 54 (16,251)
Liquor Capital ASSets, Net..........cccceerreirerenennene $ 14,892  $ (863) $ 2 $ 14,027
Lottery Commission:
EQUIPMENT......iiiiiiiiieeeicieeee e $ 520 $ a7 s 503
Less Accumulated Depreciation for Equipment:............. (331) (70) 17 (384)
Lotterys Capital Assets, Net...........ccocevvvviininnnn. $ 189 $ (70) $ - % 119

Current period depreciation expense was charged to functions of the primary government as follows (expressed in thousands):

Governmental Activities:

General Government $ 3,141
Administraton of Justice and Public Protection 11,333
Resource Protection and Development 5,203
Transportation 43,597
Health and Social Services 8,025
Education 2,518

Total Governmental Activities Depreciation Expense $ 73,817
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In accordance with GAAP, interest is capitalized on proprietary fund assets acquired with tax-exempt debt. The amount of interest
capitalized is calculated by offsetting interest expense incurred from the date of the borrowing until completion of the project with
interest earned on invested proceeds over the same period. In fiscal year 2004, net interest cost capitalized in the Turnpike System
Enterprise Fund amounted to $1.6 million ($1.9 million interest expense offset by $.3 million interest income).

The state possesses certain capital assets that have not been capitalized and depreciated, these assets include works of art and historical
treasures such as statues, monuments, paintings and miscellaneous capitol-related artifacts and furnishings. These collections meet
all of the following criteria.
A. Held for public exhibition, education, or research in furtherance of public service, rather than financial gain.
B. Protected, kept unencumbered, cared for, and preserved.
C. Subject to an organizational policy that required the proceeds from the sales of collection items to be used to acquire other
items for the collection.

Major Component Unit: The following is a rollforward of Capital Assets for the University of New Hampshire, (Expressed in
Thousands):

Beginning Ending

Balance Additions  Deletions Balance
Land and Land Improvements............... $ 9,864 $ 272 % (19) $ 10117
Building and Building Improvements...... 677,156 87,865 765,021
EQUIPMENT....eiiiiiiiiiie e 114,377 15,498 (12,256) 117,619
Construction in Progress..........ccccceveee. 78,264 (41,058) 37,206
Subtotal......ccoovviiiie $ 879661 $ 62577 $ (12,275) $ 929,963
Less: Accumulated Depreciation........... (376,085) (30,910) 10,913 (396,082)
TOtal .o $ 503576 $ 31667 $ (1,362) $ 533,881

Advance Refunding: The following is a summary of general
obligation bonds and revenue bonds defeased by the primary
government. The proceeds from each advance refunding issue

5. LONG TERM-DEBT

PRIMARY GOVERNMENT

Bonds Authorized and Unissued: Bonds authorized and
unissued amounted to $345 million at June 30, 2004. The
proceeds of the bonds will be applied to the following funds

were placed in an irrevocable trust to provide for all future
debt service payments on the old bonds.

Accordingly, the trust account assets and the liability for the

defeased bonds are not included in the state's financial

when issued (expre ssed in thousands): statements (expressed in thousands):

Capital Projects Fund ...........c........ $ 209,345
Turnpike System .........cccccccccuvenes 135,650
- Amount
Total ........................................ $ 344,995 Outstanding
Date of Advance Refunding at June 30, 2004
Turnpike System: The Legislature has established a 10-year ~ |Governmental Fund Types (General Obligation Bonds):
highway construction and recons’Fruction plan for t.he Tt}rnp.ike December 19, 199.. $ 14,400
System to be funded from Turnpike revenues. This legislation b ber 11, 1998 18745
also authorized the Governor and Executive Council to issue CCEMDET Ll AFT0: s ¢
up to $586 million of revenue bonds to support this project_ August 1, 2002 14,910
The state has issued $395 million of revenue bonds for this Subtotal.......ccoeirireieee e 48,055
project. .
Turnpike System (Revenue Bonds):
January 1991.......ccccoiiiiiiiiiicncas 27,000
Total oo $ 75,055

Turnpike System Refunding Bonds: In August 2003 the state issued $94.1 million of Turnpike System refunding bonds. The interest
rates on these bonds range from 2.0% to 5.0%. These bonds were used to refund $94.5 million of defeased revenue bonds. This
refunding transaction resulted in a cash savings of $7.6 million over the next 20 years and a long-term economic gain (or present value
savings) of $4.7 million.
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Changes in Long-Term Liabilities: The following is a summary of the changes in the long-term liabilities for bonds, compensated
absences, and uninsured claims as reported by the primary government during the fiscal year (expressed in thousands):

Beginning Ending
Governmental Activities Balance | Accretion | Increases |Decreases Balance Current |Long-Term
General Obligation Bonds Payable............. $ 611,078 | $ 7,857 |$ 83417 |$ 68222 |$ 634,130 | $ 68,192 | $ 565,938
Bond Anticipation NOtes.............cccvcvverenene 50,000 50,000 50,000 50,000 50,000
Compensated AbSEnces...........cccocveeeeunen. 61,147 43,392 43,628 60,911 17,782 43,129
Claims Payable..........cccccooniiieiiiiinieen 27,627 133,003 116,075 44,555 16,380 28,175
Catastrophic Medicaid Payments................ 14,500 14,500 14,500
Capital Lease..........cceevvvvivriieriiieiiie e 8,162 134 834 7,462 7,462
Total Governmental.........c.ccoeveeireineennennd $ 758014 ($ 7857 |$ 324,446 |$ 278,759 | $ 811,558 | $ 152,354 | $ 659,204
Business-Type Activities
Turnpike System
General Obligation Bonds............ccccevveniene $ 18,383 $ 4021 |$ 14362 ($ 3521|$ 10841
Revenue Bonds.........ccceeevieeiienicnienieniend 313,644 $ 94,711 102,498 305,857 11,385 294,472
Claims & Compensated Absences Payable| 2,865 1,301 1,003 3,163 1,700 1,463
TOtAlL .o $ 334,892 $ 96,012 |$ 107,522 | $ 323,382 | $ 16,606 | $ 306,776
Liquor Commission
Capital LEaSE.......ccoveeiueriirieieee e $ 1,327 $ 207 | $ 1,120 $ 1,120
Claims & Compensated Absences Payable 3,192 $ 1,807 1,871 3,128 | $ 931 2,197
TOtAL e $ 4,519 $ 1,807 | $ 2,078 | $ 4,248 | $ 931|$% 3317
Lottery Commission
Claims & Compensated Absences Payable| $ 438 $ 263 | $ 277 1 $ 4241 $ 107 | $ 317
TOtAL e $ 438 $ 263 | $ 277 | $ 424 | $ 107 | $ 317
Total BUSINESS-TYPE......cervirierieniieieniienn] $ 339,849 $ 98,082 |% 109,877 |$ 328,054 | $ 17,644 | $ 310,410

General Obligation Bonds: On December 9, 2003, the state issued $80.0 million of general obligation capital improvement bonds.
The interest rates on these general bonds range from 2.0% to 5.0%.

Bond Anticipation Notes: The state issues bond anticipation notes in advance of issuing general obligation bonds. The proceeds are
deposited into the capital fund to fund various capital outlay projects. At June 30, 2004, the state had $50 million of notes outstanding.

Capital Appreciation Bonds: Six of the state's general obligation capital improvement bonds issued since November 1990 represent
capital appreciation bonds (College Savings Bond Program) with interest being accrued and compounded semiannually. At June 30,
2004, the cumulative interest accretion since issuance for all six capital appreciation bonds is approximately $113.5 million. The interest
is not paid until the bonds mature, at which time the expenditure will be recorded.

Debt Maturity: All bonds issued by the state, except for Turnpike revenue bonds, are general obligation bonds, which are backed by
the full faith and credit of the state. Interest rates on these issues range from 2.0% to 7.2%. Debt service payments on “self-liquidating”
debt are funded by reimbursements from component units for debt issued by the state on their behalf and through user fees and other
revenues statutorily earmarked to fund debt service payments on specific projects. The anticipated source of repayment and annual
maturities are as follows (expressed in thousands):

SOURCE OF PRINCIPALPAYMENTS DEBT SERVICE
Governmental Activities Business-Type Activities TOTALALL FUNDS
Turnpike System
Payable General Highway Self General
June 30, Fund Fund Liquidating Total Obligation Revenue Principal Interest Total
$ 58,007 | $ 455 | $ 5670 | $ 68,92 | $ 3521| $ 11385 ($ 83098 $ 38351|$ 121449
55,560 4,596 584 65,970 3,682 10,900 80,552 35,678 116,230
52,154 4,592 5,755 62,501 2,643 11,835 76,979 33,053 110,032
50,859 4,259 5,698 60,816 1509 12,130 74,455 30,43 104,598
51,289 4,278 5,730 61,297 1474 13,010 75,781 27,494 103,275
176,673 13,363 22,172 212,208 1208 74,960 288,376 98,628 387,004
2015-20109.... 82,920 5,547 7,320 95,787 89,610 185,397 49,887 235,284
2020-2024.... 31559 2,285 2,956 36,800 60,060 96,860 17,483 114,343
2025-2029.... 25,885 25,885 3,946 29,831
2030-2034
Subtotal..........ccccoeeeee $ 559021|$ 43435 9% 6115 | $ 663571 $ 14,0371 $ 309775 | $ 987,383 $334,663 | $ 1322,046
Unamortized
Discount/Premium (18,434) (3,55)) (1620) (23,605) 325 6,844 (16,436) (16,436)
Unamortized Loss on
Refunding (5,836) (5,836) (10,762) (16,598) (16,598)
Total. ..o $ 534751|$% 39884 |% 59495 % 634,130 | $ 14362 |$ 305857 | $ 954,349 $334,663 | $ 1289,012
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Changes in Long-Term Liabilities: The following is a summary of the changes in the long-term liabilities as reported by the
University of New Hampshire during the fiscal year (expressed in thousands):

Beginning Ending
Balance | Increases | Decreases| Balance Current | Long-Term
University System of NH..........c.cocoevcuvecnnee. $298,952 | $ 19,294 | $ 3247 | $ 314,999 | $ 13,954 | $ 301,045
UNIVERSITY SYSTEM OF N.H. The University System of New Hampshire’s long-term liabilities
Payable June 30 Principal | Interest Total include: Revenue Bonds Payable of $192.8 million; accrued
employee benefits and compensated absences of $67.6 million;
2005.....ccoiieniiiieieiiians $ 6175 (% 10,202 |$ 16,377 and other liabilities of $46.8 million.
2006.......cciemiiiiieneiiians 6,041 11,723 17,764
2007, 7,180 10,422 17,602
2008 7,347 10,079 17,426 Debt Maturity: The following is a summary of the annual
2009 7343 9728 17.071 principal payments and total debt service relating to the long-
2010-2014...ooersr 38433 | 43277 | 81,710 perm degt of the University of New Hampshire (expressed in
2015-2019...rcrrc 45772 | 32581 | 78353 ousands):
2020-2024........cocoovvvinne 46,677 19,939 66,616
2025-2029......ccovviviiinne 27,294 10,382 37,676
2030-2034........cocoovviiinne 28,460 3,791 32,251
Subtotal........ccccoeuvieuene 220,722 162,124 382,846
Unamortized Discount.... (69) (69)
Total.....cccevvviiiiiins $220,653 | $ 162,124 | $ 382,777
|6 RISK MANAGEMENT AND INSURANCE I to a maximum of $0.5 million for each employee per year. The

The state is exposed to various risks of loss related to torts; theft
of, damage to, and destruction of assets; errors and omissions;
injuries to employees; employee health benefits; and natural
disasters. The state primarily retains the risk of loss except where
the provisions of law allow for the purchase of commercial
insurance or where commercial insurance has been proven
beneficial for the general public. There are approximately 30
such commercial insurance programs in effect, which include fleet
automobile liability, ski area liability for Cannon Mountain, and
a faithful performance position schedule bond. Settled claims
under these insurance programs have not exceeded commercial
insurance coverage in any of the last three years.

During fiscal year 2004, the state established an Employee Benefit
Risk Management Fund, an internal service fund, to account for
its uninsured risks of loss related to employee and retiree health
benefits. Under this program, the Fund provides coverage for up

state has purchased commercial insurance for claims in excess
of coverage provided, as well as, aggregate stop loss liability
coverage set at 125% of the state’s total expected claims per
contract year.

Claim liabilities not covered by commercial insurance are
recorded when it is probable that a loss has occurred and the
amount of that loss can be reasonably estimated. Liabilities
include an amount for claims that have been incurred but not
reported. The balance of claims liabilities is determined by an
analysis of past, current, and future estimated loss experience.
Because actual claims liabilities depend on such factors as
inflation, changes in legal doctrines and damage awards, the
process used in computing claims liability may not result in an
exact amount. Claims liabilities are evaluated periodically to
take into consideration recently settled claims, the frequency of
claims, and other economic and social factors.

The following table presents the changes in claim liabilities during the fiscal year ending June 30, 2004 (In Thousands):

Beginning Ending
Governmental Activities Balance Increases | Decreases Balance Current |Long-Term
Workers Compensation Claims Payable..... $ 27627 |9% 7,118 | $ 5565 |$ 29,180 | $ 1,005 | $ 28,175
Health Claims Payable*............cccccoenenien] - 125,885 110,510 15,375 15,375 -
TOtAl e $ 27627 |$ 133003 |$ 116075|$ 44555(% 16380|$ 28,175
Business-Type Activities
Turnpike System
Workers Compensation Claims Payable..... $ 1,949 707 351 | % 2,305 $ 1450 | $ 855
Total ..o $ 1,949 | $ 707 | $ 351 ($ 2,305 | $ 1,450 | $ 855
Liquor Commission
Workers Compensation Claims Payable....| $ 1,350 543 | $ 557 | $ 1,336 | $ 408 928
TOtal..cviciiiiiieic $ 1,350 | $ 543 | $ 557 | $ 1,336 | $ 408 | $ 928
Lottery Commission
Workers Compensation Claims Payable....| $ 54 % 5% 219 57 % $ 57
TOtAl e $ 54 1% 5]8% 21$ 571 % -1 $ 57
Total Business-Type $ 3353 | $ 1,255 | $ 910 | $ 3,698 | $ 1,858 | $ 1,840

* Health Claims Payable is recorded in the Internal Service Fund
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|7. INTERFUND RECEIVABLES AND PAYABLES

Due From or To Other Funds for the primary government on the fund financial statements represent amounts related to year end
transfers of surplus or profits between intragovernmental entities or funds and consist of the following as of June 30, 2004

(expressed in thousands):

RECEIVABLES AMOUNT PAYABLES AMOUNT
General Fund..........ooooeeveveveieeeeeeen 7,871 | Education Fund..........c.ccooevvvennnnee. $ 7,871
Education Fund...........ccccoovevevvinennnns 2,244 | Lottery COmmisSioN.........ccccvveneene. 2,244
Liquor CommissSion.........cccvereevriennen. 797 | General FUNd........ccoovvnniinniienn, 797
TOtaloeccee e 10,912 | Total...cooiecccccccce $ 10,912

The net due from or to other funds for the primary government has been reported as "internal balances" in the government-wide
financial statements. The net amount of $1.4 million (governmental payable of $0.8 million less business-type receivable of $2.2
million) represents the "internal balances" amount on the statement of net assets. The $7.9 million is between governmental funds
and has been eliminated on the government-wide financial statement.

Due from Component Units: As of June 30, 2004, the cumulative balance of outstanding loans plus accrued interest to the Pease
Development Authority (PDA) amounted to $38.0 million. The balance has been offset by a corresponding amount of deferred

revenue in the General Fund Financial Statements.

The state has issued general obligation bonds to finance certain capital projects for the University System of New Hampshire
(University System). As of June 30, 2004, the outstanding balance of these bonds was $4.0 million. The state is reimbursed for

the debt service payments from the University System as the payments are due.

Component Units" and "Deferred Revenue" in the State's General Fund Financial Statements.

This receivable is classified as "Due from

I8. INTERFUND TRANSFERS

Interfund transfers during the current fiscal year were as follows (expressed in thousands):

Transferred To

Total
General Education Non-Major Governmental
Fund Fund Funds Fund
Transferred From
Governmental Funds
General FuNd.........ccocooveeiieeie e $ 62,590 $ 62,590
Education Fund $ 7871 7,871
Highway Fund..........cccooeeiiiiiniinieceee 851 $ 851 1,702
Non-Major Funds..........cooeveeeiiiieneniiieeee, 3,295 3,295
Total Governmental Funds..............c......... * 12,017 | * 62,590 851 75,458
Proprietary - Enterprise Funds
Liquor CommisSioN.........cccvevieerieenieenieeanee 92,075 92,075
Lottery Commission 73,745 73,745
Total Proprietary - Enterprise Funds........., $ 92,075 $ 73745 $ 165,820

*These Amounts have been eliminated within governmental activities on the government-wide financial statements.

The following transfers represent sources of funding identified through the state’s operating budget:

e  $62.6 million appropriated from general fund to fund education, $7.9 million returned to eliminate education fund

surplus

e Transfer of Lottery Commission profits of $73.7 million to fund education

e Transfer of Liquor Commission profits of $92.1 million to general fund for government operations

Pursuant to RSA 260:60, $1.7 million of unrefunded gas tax in the highway fund was transferred on a 50/50 basis to the

general and fish & game funds.



9. UNDESIGNATED FUND BALANCE (DEFICIT) and
CONTRACTUAL COMMITMENTS

Highway Fund: The Highway Fund unreserved, undesignated
deficit was $9.5 million as of June 30, 2004. The deficit exists
primarily because certain multi-year Highway infrastructure
construction projects are appropriated from current year fund
balance.

Capital Projects Fund: The June 30, 2004, unreserved,
undesignated deficit of the Capital Projects Fund was $207.2
million. The Capital Projects Fund accounts for multi-year capital
projects which will be primarily financed by bond proceeds.
The project costs are appropriated when the project is approved.
Bonds are issued as the expenditures are expected to be incurred.
As of June 30, 2004, bonds authorized and unissued for the
Capital Projects Fund amounted to $209.3 million.

Internal Service Fund: The June 30,2004 unreserved,
undesignated deficit of the Internal Service Fund was $12.1
million. The Internal Service Fund accounts for risk
management and health related fringe benefits for state
employees and retirees. The deficit is largely attributable to
an actuarially determined incurred but not reported (IBNR)
reserve estimate for employee health related claims of $14.0
million. This IBNR estimate will be funded through subsequent
year appropriations at the agency level through increased self
insurance rates sufficient to build required reserves.

Contractual Commitments: The state has estimated its share
of contractual obligations for construction contracts to be $59.4
million at June 30, 2004. This represents total obligations of
$173.4 million less $114.0 million in estimated federal aid.

IlO. EMPLOYEE BENEFIT PLANS

NEW HAMPSHIRE RETIREMENT SYSTEM

Plan Description: The New Hampshire Retirement System is
the administrator of a cost-sharing multiple-employer Public
Employee Retirement System (The Plan) established in 1967 by
RSA 100-A:2 and is qualified as a tax-exempt organization
under Sections 401 (a) and 501 (a) of the Internal Revenue
Code. The Plan is a contributory defined-benefit plan providing
service, disability, death, and vested retirement benefits to
members and beneficiaries. The Plan covers substantially all
full-time state employees, public school teachers and
administrators, permanent firefighters, and police officers
within the state of New Hampshire. Full-time employees of
political subdivisions, including counties, municipalities, and
school districts, are also eligible to participate as a group if the
governing body of the political subdivision has elected
participation. The Plan is divided into two membership groups.
Group [ consists of state and local employees and teachers.
Group II consists of firefighters and police officers. All assets
are in a single trust and are available to pay retirement benefits
to all members.

Group I members at age 60 qualify for a normal service
retirement allowance based on years of creditable service and
average final compensation (AFC). The yearly pension amount
is 1/60 (1.67%) of average final compensation multiplied by
years of creditable service. AFC is defined as the average of
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the three highest salary years. At age 65, the yearly pension
amount is recalculated at 1/66 (1.5%) of AFC multiplied by
years of creditable service. Members in service with 10 or
more years creditable service who are between age 50 and 60
or members in service with at least 20 or more years of service,
whose combination of age and service is 70 or more, are entitled
to a retirement allowance with appropriate graduated reduction
based on years of creditable service.

Group II members who are age 60, or members who are at
least age 45 with at least 20 years of creditable service can
receive a retirement allowance at a rate of 2.5% of AFC for
each year of creditable service, not to exceed 40 years.

Members of both groups may qualify for vested deferred
allowances, disability allowances, and death benefit allowances
subject to meeting various eligibility requirements. Benefits
are based on AFC or earnable compensation, service, or both.

Pursuant to RSA 100-A:50, the New Hampshire Retirement
System also provides a postretirement medical premium
subsidy for Group I employees of political subdivisions and
teachers and Group II police officers and firefighters.

A special account has been established by RSA 100-A:16, II(h)
for additional benefits. The account is credited with all of the
earnings of the account assets in the account plus the earnings
of the remaining assets of the plan in excess of the assumed
rate of return plus 1/2 of 1 percent.

The New Hampshire Retirement System issues a publicly
available financial report that may be obtained by writing to
them at 4 Chenell Drive, Concord, NH 03301-8509 or from
their web site at http:/ /www.nh.gov/retirement.

Funding Policy: The Plan is financed by contributions from
the members, the state and local employers, and investment
earnings. In fiscal year 2004, by statute, Group I members
contributed 5.0% of gross earnings. Group II members
contributed 9.3% of gross earnings. Employer contributions
required to cover that amount of cost not met by the members’
contributions are determined by a biennial actuarial valuation
by the system’s actuary using the open group aggregate
funding method and are expressed as a percentage of gross
payroll. The state's share represents 100% of the employer
cost for all state employees, and 35% of the employer cost for
teachers, firefighters, and police officers employed by political
subdivisions. The state does not participate in funding the
employer cost of other political subdivision employees.

The state's contributions to the plan for the years ending June
30, 2004, 2003, and 2002 were $55.4 million, $39.0 million, and
$37.1 million, respectively, which equals the required
contributions for each year. The state's contributions for the
fiscal year ending June 30, 2004 increased substantially over
the amounts contributed for the fiscal year ended June 30,
2004 due to the weak investment performance of the Plan
during the past 3 years.

As of June 30, 2004, the net assets available to pay pension
benefits, at fair value, were reported by the New Hampshire
Retirement System to be $3,623.8 million. The total pension
liability at June 30, 2004 was $5,029.9 million, resulting in a
funded ratio of 72.1% and projected pension liability in excess
of assets of $1,406.1 million.
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HEALTH CARE INSURANCE FOR RETIRED EMPLOYEES

In addition to providing pension benefits, RSA 21-1:30 specifies
that the state provide certain health care insurance benefits for
retired employees.  These benefits include group
hospitalization, hospital medical care, and surgical care.
Substantially all of the state’s employees who were hired on or
before June 30, 2003 may become eligible for these benefits if
they reach normal retirement age while working for the state
and receive their pensions on a periodic basis rather than a
lump sum. During fiscal year 2004, legislation was passed
that requires state Group I employees hired on or after July 1,
2003 to have 20 years of state service in order to qualify for
health insurance benefits. These and similar benefits for active
employees are authorized by RSA 21-I:30 and provided through
the Employee Benefit Risk Management Fund, which is the
state's new self-insurance fund implemented in October 2003
for active state employees and retirees. The state recognizes
the cost of providing benefits by paying actuarially determined
insurance premiums into the fund. The state paid
approximately $29.6 million of insurance premiums for
approximately 7,931 state retirees and covered dependents
receiving a periodic pension benefit for the fiscal year ended
June 30, 2004. An additional major source of funding for retiree
benefits is from the New Hampshire Retirement System's
medical premium subsidy program for Group I and Group II
employees, which totaled approximately $11.9 million for the

fiscal year ended June 30, 2004.

JUDICIAL RETIREMENT PLAN

Chapter 311 of the Laws of 2003 established a contributory
defined benefit judicial retirement plan for state judges. The
chapter appropriated $42.8 million to the board of trustees of the
newly established judicial retirement system, which amount is
to be used for the payment of the unfunded accrued liability
attributable to the judicial retirement system. The chapter further
authorized the issuance of bonds by the state to fund this
payment. The bonds shall have a term not later than 30 years
from the date of issue. The chapter further provides that the
provisions regarding appropriation for the unfunded liability
and the issuance of bonds shall be implemented beginning on
the later of July 1, 2004 or 180 days after the system receives a
favorable determination from the Internal Revenue Service as to
the tax qualified nature of the plan under the Internal Revenue

Code.

COMPONENT UNITS

Eligible employees of the New Hampshire Retirement System
and the Pease Development Authority participate in the PERS
and additional disclosure about their participation is available
in the NHRS audited financial statements. Employees of the
New Hampshire Community Development Finance Authority,
the Business Finance Authority, and the University System of
New Hampshire are not members of the New Hampshire
Retirement System, but participate in their own defined

contribution plans.
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Contingent Liabilities: The state of New Hampshire is contingently liable, within statutory legal limits, for bonds sold by municipalities,

school districts,

and for first mortgages on industrial and recreational property that contain the guarantee of the state of New

Hampshire. The following table shows the composition of the state's $192 million of contingent liabilities and the statutory limits as

of June 30, 2004 (expressed in thousands):

June 30, 2004 June 30, 2003
Guarantee Remaining
RSA Limit Capacity PRINCIPAL  INTEREST TOTAL TOTAL
Water POIULION BONAS.......cuoiuiiiiiiieiieii et 485-A:7 175,000 126,598 | $ 38,344 $ 10,058 $ 48,402 ]% 58,524
Business Finance Authority (BFA) - General Obligation............ccccoceeveneneend 162-A:17 25,000 | ** 19,900 3,780 23,680
Business Finance Authority (BFA) - Additional State Guarantee.................... 162-1:9-b 50,000 | ** 33,899 33,899
Business Finance Authority (BFA) - Unified Contingent Credit Limit.. ] 162-A:22 95,000 | * 37,421 53,799 3,780 57,579 56,660
School Construction BONS..........cccovvieiiiiiiiiiiiciiiecseeees 195-C:2 95,000 61,836 23,690 9,474 33,164 39,148
SOl WaSLE BONGS.......coiviiiiiiiiiiiieiieci st 149-M:31 30,000 29,307 535 158 693 839
Super Fund Site Cleanup BONAS.........ccceviiiiiiiiiiiiesie s 33:3f 50,000 | * 50,000
Water Resources Council BONdS............cccoeiiiiiiiiiniciiiicccsicc e 481:19 5,000 5,000
Housing Finance Authority Child Care LOanS.........cccocveiveeiieiiieenieenieesieenine 204-C:79 300 300
TOTALS $ 450,300 $ 310,462 |$ 116368 $ 23,470 $ 139,838] $ 155,171

*Plus Interest

**Plus interest (guarantee limit under this section is included in and also limited by RSA 162-A:22)

Limited Liabilities with the Pease Development Authority (PDA):

The state has statutory authority to guarantee bonds issued by the PDA, within certain limits, and advance money to the PDA, through
both interest and non-interest bearing loans. In addition, RSA 12-G:17 authorizes the issuance of up to $250.0 million in bonds backed
solely by the credit of the PDA. The table below highlights the legal limits of state guarantees and loans relative to the PDA as of

June 30, 2004 (expressed in thousands):

@ @ (©) “ Non-
RSA 12-G:31 RSA 12-G:34 RSA 12-G:33 RSA 12-G:35| Statutory

Legal Limit 50,000 5,000 35,000 10,000 | No Limit
Debt Guranteed Now Assumed by State
Business Express Airlines... 10,000
Atlantic Coast AirliNesS..........cccocevviiiiiniiiii e, 1,000
Amount Bonded By State
and Loaned to PDA
Operating Budget FY92 (V161).......cccocveeveriieeniinieennnns 2,800
Operating Budget FY93 (V161).......cccoovvviiriieeniiiieennns 3,800
Operating Budget FY93 (V165)...... 1,000
Matching Grants Econ. Dev. (V165).. 5,000
Lonza (CellteCh)........covevirieiiniiieeeeec e 29,990
Amount Advanced to PDA
Operating Budget FY94........cccoviviiieiiniiieiieeeeeec s 400
Operating Budget FY95.. 1,900
Operating Budget FY96.. 1,948
Operating Budget FY97.......cccoviiiiiiiinieereeeeeeecnees 1,572
Remaining Capacity 1,410 35,000 10,000 N/A

PDA: The state loaned PDA the proceeds from bond issues V161
($6.6 million) and V165 ($6.0 million). Currently, the state pays
the debt service payments for the bond issues and when funds
are available PDA will repay the state. As of June 30, 2004, $0.6
million has been paid by the PDA to the state against these
bonds. Total principal and interest due at maturity owed by
PDA, for these two bonds, is $22.2 million.

Semiannually, PDA makes payments to the state for the Lonza
(Celltech) loans and the state pays the debt service payments.
The amount outstanding as of June 30, 2004 relative to the Lonza
(Celltech) loans is $26.2 million (representing principal $19.1
million and interest $7.1 million).

Of the amount advanced to PDA totaling $5.8 million, the out-
standing balance at June 30, 2004 is zero. These advances were
interest-free loans to the PDA.

RSA 12-G:31 - $50 million in bonds may be guaranteed by the state for airport projects or the state can make loans by issuing bonds.
RSA 12-G:34 - $5 million in bonds may be issued and loaned to provide matching grants for FAA and EDA grants.

RSA 12-G:33 - $35 million in bonds may be guaranteed by the state to develop a research district.

RSA 12-G:35 - $10 million in bonds may be issued and loaned to provide matching to private grants for development of research district.

Federal Grants: The state receives federal grants, which are sub-
ject to review and audit by the grantor agencies. Access to these
resources is generally conditional upon compliance with terms
and conditions of grant agreements and applicable regulations,
including expenditure of resources for allowable purposes. Any
disallowances resulting from the audit may become the liability
of the state. The state estimates that the ultimate disallowance
pertaining to these grants, if any, will be immaterial to its overall
financial condition.

COMPONENT UNITS

The Community Development Finance Authority records liabili-
ties payable from restricted assets of $2.6 million. These liabilities
relate to economic development projects for which pledges have
been received by the authority. There is no guarantee that these
projects will begin or be completed. In the event the project does
not utilize the funding donated on its behalf, the funds are to be
returned to the donor or the state at the discretion of the donor.
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|12. CONDENSED STATEMENTS FOR DISCRETELY PRESENTED COMPONENT UNITSI

STATE OF NEW HAMPSHIRE

CONDENSED STATEMENT OF NET ASSETS
DISCRETELY PRESENTED COMPONENT UNITS

JUNE 30, 2004
(Expressed in Thousands)

Major Non-Major
Community
University Business Development Pease
System of Finance Finance Development
N.H. Authority Authority Authority Total
ASSETS
CUrrent ASSEtS.......ceceeeeeecereieeeieeieenn $ 189,606 | $ 16,880 $ 18,661 $ 14,447 | $ 239,594
Capital Assets, Net.......cccceevvvrieriereenns 533,881 5,531 70 64,311 603,793
Other Non-Current Assets... 233,962 10,841 6,597 163 251,563
Total Assets 957,449 33,252 25,328 78,921 | 1,094,950
LIABILITIES
Current Liabilities.... 77,271 2,971 16,501 1,752 98,495
Long Term Debt..... 297,668 24,080 5,792 2,643 330,183
Due to Primary Government... 4,041 38,025 42,066
Total Liabilities......ccceoveeeererierencnene 378,980 27,051 22,293 42,420 470,744
NET ASSETS
Invested in Capital Assets,
Net of Related Debt............cccceuveeeeenn. 329,326 5,531 70 42,577 377,504
Restricted Assets 198,217 1,714 7,428 207,359
Unrestricted Assets (Deficit).... 50,926 (1,044) 2,965 (13,504) 39,343
Total Net ASSEtS.......cceverereneneniens $ 578,469| $ 6,201 $ 3,035 $ 36,501 | $ 624,206
STATE OF NEW HAMPSHIRE
CONDENSED STATEMENT OF ACTIVITIES
DISCRETELY PRESENTED COMPONENT UNITS
FOR FISCAL YEAR ENDED JUNE 30, 2004
(Expressed in Thousands)
Program Revenues
Operating Net Transfer to Net Assets
Charges for Grants and Capital (Expenses) General State of NH Changein Beginning Net Assets
Expenses Services Contributions Grants Revenues Revenue General Fund  Net Assets of Year End of Year
Component Units:
College & University............ $ 532536 $ 312877 $ 152,720 $ 7,270 $ (59,669) $ 114,570 $ 54901 $ 523568 $ 578,469
Business Finance
AULhOTItY....ccveviviiiiicii 2,339 2,683 344 87 (86) 345 5,856 6,201
Community Development
Finance Authority.............. . 1,947 1,620 284 (43) (43) 3,078 3,035
Pease Development
AUthOritY ... 13,579 13,194 (385) 2,021 1,636 34,865 36,501
Component Unit Total....... . $ 550401 $ 330374 $ 153004 $ 7270 $ (59,753) $ 116,678 $ (86) $ 56,839 $ 567,367 $ 624,206
STATE OF NEW HAMPSHIRE
CONDENSED STATEMENT OF CASH FLOWS
DISCRETELY PRESENTED COMPONENT UNITS
FOR FISCAL YEAR ENDED JUNE 30, 2004
(Expressed in Thousands)
Net Cash Provided (Used) by: Net Increases Cash and Cash and
Capital and (Decreases) Cash Cash
Noncapital Related in Cash and Equivalents Equivalents
Operating Financing Financing Investing Cash Beginning End
Activities Activities Activities Activities Equivalents of Year of Year
Component Units:
College & University.......... $ (44371) $ 91607 $ (35218) $ (37,366) $ (25,348) $ 100,271 $ 74,923
Business Finance
AUhOFiY.....oocvecrerrereens 755 (2,011) ) 103 (1,157) 14,121 12,964
Community Development
Finance Authority............. 240 - - 43) 197 4,906 5,103
Pease Development
AUthOFitY......ooveirieiicee 2,432 (2,114) 318 5,293 5,611
Non-Major Component
Unit Total.......coeverereene. $ (40,944) $ 89596 $ (37,336) $ (37,306) $ (25990) $ 124591 $ 98,601
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13. LEASE COMMITMENTS

| 14. LITIGATION |

OPERATING LEASES

The state has lease commitments for space requirements which
are accounted for as operating leases. These leases, subject to
continuing appropriation, extend forward a number of years
and may contain rent escalation clauses and renewal options.
Rent expenditures for fiscal year 2004 for governmental
activities and business-type activities were approximately $10.2
million and $2.5 million, respectively. The following is a
schedule of future minimum rental payments required under
operating leases that have initial or remaining noncancellable
lease terms in excess of one year as of June 30, 2004 (expressed
in thousands):

Payable Governmental Business-Type
June 30, Activities Activities

$ 8337 $ 1,845

4,605 1,538

3,415 1,116

2,500 849

1,251 69

3,952 -

Total...oooeeieeeee $ 24,060 $ 5,417

CAPITAL LEASES

The state has entered into lease agreements as lessee for fi-
nancing the acquisition of buildings and equipment. These
leases qualify as capital leases for accounting purposes and,
therefore, have been recorded at the present value of the
future minimum lease payments. The future minimum lease
payments and the net present value of those payments at
June 30, 2004, are as follows (in thousands):

Payable Governmental Business-Type
June 30, Activities Activities
2005.....cc et $ 1272 % 255
2006......ccceeiieiieree e 1,218 255
2007 ...t 1,207 255
2008.. 1,104 142
2009.......cc.c.. 643 142
2010-2014..... 2,439 352
2015-2019..... 1,230
2020-2024.......coiiiiie e 418

Total e 9,531 1,401
Amount Representing Interest......... (2,069) (281)
Present Value of Minimum

Lease Payments.........ccocecvvrvenneenne. $ 7462 $ 1,120

The assets aquired through capital leases and included in capi-
tal assets at June 30, 2004 include the following (in thousands):

Governmental Business-Type

Activities Activities
EQUIPMENt.....coiieiieieiie e $ 3,964 $ 504
Buildings & Building Improvements. 9,285 1,129
TOtal .o, 13,249 1,633
Less: Accumulated Depreciation.... (8,087) (641)
NEL. ..ot $ 5162 $ 992

Claremont School District, et. al. v. Governor, et. al.

For the last several years, the state has been involved in ongoing
litigation initiated against the state by five school districts who
challenged the constitutionality of the state’s statutory system of
financing the operation of elementary and secondary public
schools primarily through local property taxes. On December
17, 1997, the New Hampshire Supreme Court ruled in favor of
the Plaintiffs and found that property taxes in support of
education are state taxes and that such taxes must be proportional
and reasonable throughout the state, and that the current system
failed to meet this standard. The Supreme Court further held
that a constitutionally adequate public education is a fundamental
right, and that the legislative and executive branches must
develop and adopt specific criteria implementing appropriate
guidelines for such an education.

During the 1998 session, the legislature passed a law defining
the components of what constitutes an adequate education and
further established commissions to study the costs of providing
a constitutionally adequate education and special education.
These commissions issued reports in December 1998. The 1998
legislative session also produced a law requiring a comprehensive
study of the school facilities statewide. This study was
commenced in 1999, was completed by July 1, 2000 and was
reported to the legislature on September 1, 2000.

During the 1999 session, the legislature produced a law that
determines the cost of an adequate education for the biennium
beginning July 1, 1999, and commits to the expenditure of that
amount of money. Also included in this law are two study
commissions: one charged with reviewing New Hampshire’s tax
structure and the other with reviewing the costs of an adequate
education and special education, and the delivery of an adequate
education.

In August 1999, the Plaintiffs filed motions in the Supreme Court,
which retains jurisdiction in this matter, challenging various
aspects of the new system. In mid-October, the Supreme Court
struck down the statewide property tax included in the state’s
funding plan. The Court held that the phase-in of the tax in so-
called “donor” communities was unconstitutional. The Court
held that all of the Plaintiffs” other claims were premature and
dismissed them without prejudice. In November, the legislature
reenacted the statewide property tax without the phase-in.

During the 2001 legislative session, several school funding bills
and some accountability bills were vigorously debated by the
legislature. An accountability bill was passed by the legislature
but the Governor vetoed it. A school funding bill was also passed
which essentially makes the current system permanent by re-
moving the sunset clauses on the current methodology for calcu-
lating the per pupil cost and on the Uniform Education Property
Tax.

On August 2001, the Claremont Plaintiffs filed a motion in the
Supreme Court challenging the adequacy of the state’s compli-
ance with the Court’s prior rulings and seeking an Order requir-
ing the legislature to enact a new school funding system by June
3, 2002. The Attorney General’s Office filed an objection to the
Plaintiffs” motion on October 5, 2001, and has asked the Court to
close the case. On December 4, 2001 the Supreme Court issued
an Order dismissing some of the Plaintiffs” claims without preju-
dice to be brought in the Superior Court and allowing further
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briefing by each side and oral argument on the issue of whether
it should invoke its continuing jurisdiction to determine if the
state had defined an adequate education.

On January 7, 2002, the Supreme Court issued an Order invok-
ing its continuing jurisdiction and requesting briefs on the issues
of whether standards of accountability must be established by
the state to meet its constitutional requirement of providing an
adequate education and whether the existing system satisfies
this obligation. On April 11, 2002, the Supreme Court issued a
Decision holding that accountability is an essential component
of the state’s duty to provide an adequate education and finding
that the existing statutory system has deficiencies that are incon-
sistent with the state’s duty. The Court found that the state has
not provided a sufficient mechanism to require that school dis-
tricts actually provide an adequate education. The Court held
that the state needs to do more work to fulfill its duty and to
incorporate meaningful accountability in the education system.
No time line was established in the Decision under which the
executive and legislative branches must create standards of ac-
countability.

Accountability, as well as education funding, was debated dur-
ing the 2003 legislative session. The legislature passed two bills,
House Bill 608 (“HB 608”) and House Bill 139 (“139”). HB 608
uses the existing school funding system for fiscal year 2004 but
increases the adequacy payment by the Consumer Price Index
instead of doing the recalculation of the base cost of adequacy
previously required in RSA 198:40. For fiscal year 2005, HB 608
establishes a new funding system based on each municipality’s
tax base in proportion to its local education costs. HB 608 pro-
vides for targeted aid and enhanced aid to municipalities that
have below the state’s average tax base per pupil. The amount
of aid that a municipality receives is based on what each
municipality’s proportion is compared to the state’s average tax
base per pupil.

HB 139 establishes an accountability system that meets not only
the Supreme Court’s Decision in Claremont but also the federal
requirements of No Child Left Behind. HB 139 provides perfor-
mance goals that must be met in order to show adequate yearly
progress and establishes a notification process to schools and
communities when certain schools are not making adequate
yearly progress. HB 139 also creates a corrective action process
to assist schools that are not meeting adequate yearly progress
goals. This corrective action process includes, as its last step, the
requirement that the Department of Education develop a correc-
tive action plan for any school district that does not develop an
adequate plan for approval by the State Board of Education which
will than order the school district to implement that corrective
action plan.

At this time, there is no existing or threatened litigation against
the state relating to the Claremont case.

Smith, et al. v. Departmment of Revenue Administration

A consolidated action against the New Hampshire Department
of Revenue in which the taxpayers challenged the constitution-
ality, under both the State and Federal Constitutions, of the in-
terest and dividends tax law in effect from 1989 through June 30,
1994 was tried in the Merrimack County Superior Court in June
2000. That trial resulted in a judgment rejecting the Plaintiffs’
broad claims for in excess of $100 million and ordered the state

to provide Plaintiffs with a refund of taxes paid on interest and
dividends received from out-of-state instruments only.

The Plaintiffs appealed the Superior Court’s Order to the New
Hampshire Supreme Court, claiming that a refund is due for
taxes paid on interest received from a broader range of financial
instruments. On November 25, 2002, the New Hampshire Su-
preme Court Order issued its Decision affirming the Superior
Court’s Order that refunds should only be made to taxpayers
who paid the interest and dividends tax on out of state bank
instruments. The Plaintiffs appealed this Decision to the United
State Supreme Court, which was denied on May 3, 2003. During
FY 2004 the State processed approximately $2.1 million in re-
funds.

General Electric v. Department of Revenue Administration

This is an appeal by General Electric from a decision by the
Department of Revenue Administration. In this appeal, GE claims
that the dividends received deduction allowed under RSA 77-
A:4, IV should be invalidated because the statute discriminates
against the foreign commerce in violation of the commerce clause
of the United States Constitution and results in unfair taxation
out of proportion to GE’s activities in New Hampshire in viola-
tion of the Due Process and Commerce Clauses of the U.S. Con-
stitution.

By way of background, in 2001, GE and the Department ex-
ecuted two settlement agreements substantially resolving GE’s
business profit tax liability for multiple tax years. The settle-
ment agreements did not resolve the foreign dividend issue,
which is the issue in this appeal, concerning tax years 1990-1999.

After months of negotiating, the parties were unable to reach a
stipulation of facts. As a result, the parties filed dispositive
motions and numerous responses thereto. The case is fully briefed
before the superior court, however the court has suggested send-
ing the case to the Supreme Courts. Although the state has ob-
jected, the parties are attempting to agree on a statement of legal
issues and a statement of facts for an interlocutory transfer state-
ment. If the issue is resolved in GE’s favor, the Department
would be required to refund $3 million to GE. The State could
face other potential losses if other taxpayers challenge the stat-
ute. It is not possible to predict the outcome of this case at this
time.

Cassandra Hawkins v. Commissioner of the Department of Health
and Human Services

This suit was filed as a class action lawsuit brought under 42
U.S.C. 1983 challenging the provisions of dental services to
Medicaid recipients under the age of 21. The named plaintiffs,
parents of children who are eligible, alleged the state had vio-
lated their rights under the federal Medicaid Act, 42 U.S.C. 1396a,
the federal constitution, and state law by failing to provide their
children with access to adequate dental care. On August 28,
2003, a Consent Decree was filed with the Federal District Court
for preliminary review. The Class was certified and the Decree
was approved and entered as a Court Order on January 26, 2004.
In brief, the terms provide that the state allocate $1.2 million per
year, for FY 2004 and 2005, of additional state funds to the EPSDT
dental program. In contrast, the plaintiffs have suggested that
the decree requires $1.2 million per year for five years, a differ-
ence of $3.6 million. In addition, the plaintiffs have requested
$1.9 million in attorneys' fees and have reserved their right to



seek an additional $.4 million in fees as well as attorney fees and
costs involved in resolving the fee issue. The parties are sched-
uled to work with a mediator in December to reach agreement
on the "reasonable attorneys fees" due. It is further anticipated
that the appropriate interpretation of funding provisions will be
raised shortly. Beyond the above information, the fiscal impact
of any inability to meet substantive Decree requirements with
regard to programs and dental reimbursement rates, if any, is
not possible to predict at this time.

Paymentech, Inc., L.P. v. New Hampshire Department of Rev-
enue

The plaintiff brought this case in March 2003 challenging the
Department's taxation of an entity, specifically, the costs of per-
formance analysis regarding a services industry. At issue in the
case was how to calculate a number (the "sales factor numerator"
which represents New Hampshire sales) in the statutory appor-
tionment formula of the business profits tax statute. Only three
tax years were before the court in this case, but the parties en-
tered into settlement negotiations to resolve all outstanding tax
years as others were under a stayed audit. The case settled in
November 2004, resulting in the plaintiff paying to the Depart-
ment $3.2 million of taxes and interest for tax years 1997-2003.
For tax year ending in 2004 and subsequent tax years, the parties
have agreed on a method of determining the plaintiffs tax liabil-

ity.

OTHER LITIGATION

The state, its agencies and employees are defendants in numer-
ous other lawsuits. Although the Attorney General is unable to
predict the ultimate outcome of these suits, in the opinion of the
Attorney General and the Commissioner of Administrative Ser-
vices, the likelihood of such litigation resulting, either individu-
ally or in the aggregate, in final judgments against the state,
which would materially affect its financial position, is remote.
Accordingly, no provision for such ultimate liability, if any, has
been made in the financial statements.

15. RESTATEMENT OF JUNE 30, 2003 LOTTERY
COMMISSION NET ASSETS

The net assets of the Lottery Commission (Lottery) at June 30,
2003 has been increased by $2.0 million to record restricted de-
posits held by the Multi-State Lottery Association (MUSL) not
previously presented. The restatement represents cumulative
amounts that had previously been reported as expense by the
Lottery since the inception of its participation in MUSL. These
restricted deposits are noncurrent assets held as prize reserves to
protect the Lottery against unforeseen liabilities. These prize
reserves are a condition of participation in the MUSL joint ven-
ture and are refundable after a one-year waiting period if a
member leaves MUSL.
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| 16. SUBSEQUENT EVENT |

Nursing Facility Assessment Fee: On July 1, 2004, the NH Leg-
islature passed Chapter 260, L’04 (SB 376) which enacted a nurs-
ing facility quality assessment fee (NFQA) equal to 6% of the
nursing facilities” net patient services revenues effective to May
1, 2003. Implementation of the NFQA was conditioned upon
federal approval which was received on September 8, 2004.
However, the federal Centers for Medicare and Medicaid Ser-
vices (CMS) still reserves the right to perform a financial man-
agement review at any time.

On October 29, 2004 the state paid $57.8 million to New Hamp-
shire based nursing homes covering the period May 1, 2003
through June 30, 2004. On November 4, 2004 the state received
a federal reimbursement for $28.9 million or 50% of the total
nursing home payments. In addition the homes were billed $31.1
million for their share of the nursing facility assessment. These
transactions have been reflected in the accompanying financial
statements but had no impact on fund balance of the general
fund.

The impact of the NFQA plan on the state’s proportionate share
program (Pro share) is subject to federal approval and not cur-
rently known. As such, the financial statements present a por-
tion of the FY04 Proshare ($6.0 million) as deferred revenue.

Bond Issue: In December 2004, the State issued $60 million of
general obligation capital improvement bonds. The interest rates
of these 20-year bonds will be variable per the provisions of
their auction rate security (ARS) features. These ARS Bonds are
different from past bond issues in that these bonds carry an
interest rate that will change every seven days through an auc-
tion process specified in the terms of the bonds. This type of
security is new for the state but not entirely different than the
states $50 million commercial paper (bond anticipation notes)
program which has been in existence since 1998.
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STATE OF NEW HAMPSHIRE

BUDGET TO ACTUAL (NON-GAAP BUDGETARY BASIS) SCHEDULE

GENERAL FUND

FOR THE FISCAL YEAR ENDED JUNE 30, 2004

(expressed in thousands)

General Fund

Variance with

Budgeted Amount Final Budget-
ACTUAL Positive
ORIGINAL FINAL (Budgetary Basis) (Negative)
REVENUES
General Property TaXeS.......cccecveeeeeeeeenieieeereeeesreeeneas $ 1020 $ 1020 $ 260 $ (760)
SPECIAl TAXES.....eeieeeeieeiiieee e e eeeeseeeeseeeeseeeeesnaeeennes 868,143 871,883 904,476 32,593
Personal TaXES.....oooccuuiiiiieiie e 67,485 67,485 71,433 3,948
BUSINESS LICENSE TAXES......iciiveieeieee et e e 19,544 19,550 18,578 (972)
NoN-Business LIiCENSE TaXES........ooevivveererieieeeeiiieeeeeennn, 88,354 88,701 89,836 1,135
FBES et 116,780 131,162 97,584 (33,578)
Fines, Penalties and Interest..........cccocveveeiiiiiiieee e, 22,459 24,675 23,573 (1,102)
Grants from Federal Government..........ccccceeevviveneeeennns 1,201,446 1,409,455 1,052,638 (356,817)
Grants from Private and Local Sources............cccceeeens 130,343 186,965 130,965 (56,000)
Rents and Leases........ccccviiiiiieiiiiieeiiiee e 6,282 6,300 6,301 1
Interest Premiums and DiSCOUNts.........c..cccccvvvereeeeennen. 3,700 6,241 3,443 (2,798)
Sale of COMMOAItIES........ccovuviiiiiie e 5,740 5,763 8,656 2,893
Sale Of SEIVICES. ....ccoiviieiiiiie e 132,042 133,796 147,520 13,724
ASSESSIMENES....uvviiieiiiiiiiie ettt e e e e 51,207 54,654 25,213 (29,441)
Grants from Other AgencCies.........cccvcveeeviiiieeeeeeeciienn. 96,767 132,740 105,370 (27,370)
MISCEIANEOUS........eoiiiiieiiiieeiiite e 127,644 61,269 81,088 19,819
Total REVENUE. ..ot 2,938,956 3,201,659 2,766,934 (434,725)
EXPENDITURES
GENERAL GOVERNMENT
Legislative BranCh.........ccccceeeiiiiieiie e 11,341 16,677 11,047 5,630
EXECULIVE.....oiiiiiiiiiie et 21,857 40,247 29,914 10,333
Information Technology........ccccceeiviiiiiiee e, 21,768 16,566 5,202
AdMINIStrative SErVICEeS. .......ccvviiieieriiie e 39,644 47,870 39,557 8,313
SATELY . et 8,324 6,548 1,776
SEC Of STALE...ceiiiiiiiiiiie e 7,029 15,058 5,248 9,810
Cultural AffairS.......cccoeeiiieeece e 6,504 7,393 5,769 1,624
Revenue AdmInistration............oceveeeeeiivieieeiiee e, 14,492 16,446 14,240 2,206
State TrEASUIY....ceiiiiiiiiiieieie e 66,299 74,593 65,330 9,263
Boards and COmMmMISSIONS........ccuuuviiiiiiieeeiiee e ee e 2,853 2,878 2,236 642
NH Retirement SYStem...........cccoieeiiiiiieee e 58,254 58,491 46,825 11,666
LI 12| 228,273 309,745 243,280 66,465
JUSTICE AND PUBLIC PROTECTION
Judicial BranCh.........cccocveiviiiiiiii e 61,851 61,908 57,437 4,471
Adjutant General..........ccceoveiiiiiii e 11,996 13,343 11,365 1,978
AGEICUITUI . ...eeei ettt 3,019 4,061 3,174 887
Justice Department..........cccovvveeiiiiiiiine e 14,615 32,063 22,652 9,411

See accompanying Independent Auditors' Report. The Notes to Required Supplementary Information are an integral part of this schedule.
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STATE OF NEW HAMPSHIRE
BUDGET TO ACTUAL (NON-GAAP BUDGETARY BASIS) SCHEDULE
GENERAL FUND
FOR THE FISCAL YEAR ENDED JUNE 30, 2004
(expressed in thousands)
General Fund

Variance with
Budgeted Amount Final Budget-
ACTUAL Positive
ORIGINAL FINAL (Budgetary Basis) (Negative)

JUSTICE AND PUBLIC PROTECTION-CONTINUED

Bank CoOmMmMISSION.........ooiiiviieiieee e 3,046 3,575 2,357 1,218
Pari-Mutuel CommIiSSION.........ooovivveeieiiieeeeeee e, 2,298 2,296 1,952 344
Highway Safety........ccccevriieiiiieiie e 1,831 2,580 1,234 1,346
(A 1T0 | = g [T 7,186 7,856 5,847 2,009
= o T | ST 6,385 7,263 4,972 2,291
Public Utilities COmMMISSION.........ccovieiiieeeiiieeeieee e, 7,251 8,012 7,785 227
SATELY. .t 99,998 160,828 85,970 74,858
Corrections Department..........cccceevcvveveeeeeeiiiieee e 81,310 82,019 79,627 2,392
Employment SECUNLY..........coovviieieiiiiiiiee e 29,338 44,780 27,391 17,389
Judicial CoOUNCIl.......ccoviuiiiiiiiiiiee e 16,534 16,531 16,345 186
Human Rights COmMmISSIiON ...........ccccveeeeviiiiieree e, 538 557 485 72
Boards and COMMISSIONS.........cooveeiriireriiieeniiee e 804 859 774 84
VISt 31 31
TOAL .o 348,000 448,562 329,367 119,195
RESOURCE PROTECTION AND DEVELOPMENT
Resource and Economic Development............ccccccounee. 27,652 37,792 32,220 5,572
Pease Development Authority.........cccccceeivcciiieec e, 7,477 9,916 311 9,605
Environmental Services.........coocvveeiniieeiniie e 140,595 202,592 105,968 96,624
Development Finance Authority.........cccccovcviveeeeeiiinenn. 11,142 11,161 992 10,169
Boards and COMMISSIONS.........cooveeiriireniiieiniiee e 473 465 418 47
TOAL .o 187,339 261,926 139,909 122,017
TRANSPORTATION
TranSPOrtation.........ccoocvvieeeeiiiiriee e e e et e e s e e 17,827 21,615 5,055 16,560
TOtAL e 17,827 21,615 5,055 16,560
HEALTH AND SOCIAL SERVICES
Health and Human Services Commissioner.................. 649,696 695,324 653,893 41,431
Office of Health Management...........ccccoooiieeeeniiiiieenen. 68,995 71,451 56,428 15,023
Children and Youth............ccoeeiiiii e 121,865 156,177 116,521 39,656
Transitional ASSIStANCE...........ccveeiviiiiiiie e 88,947 87,618 80,187 7,431
Behavioral Health.............cccoooiiiiii e 117,650 117,903 108,480 9,423
Developmental SErviCeS.........cccvvveieiiiiiiieee e 174,516 169,917 159,767 10,150
N H HOSPItal. ....ccoiiiiiiiii e 58,215 56,507 52,404 4,103
Home for Elderly..........occoviviiiiiiiiee e 9,737 9,890 9,326 564
N H Veterans Home.........cccvvviiiiiiiiieee e 14,593 14,554 12,063 2,491
Veterans COUNCIl........cooiiiiiiiieiiiiie e 290 276 270 6
Youth Development ServiCes.........cccovveeiieiiiieeeeeeciveen. 25,305 30,751 23,461 7,290
Elderly and Adult Services.........cccccovvvviiieeiiiiiiiieee s 386,276 405,873 326,907 78,966
Boards and COMMISSIONS.........cocvueieriiieiiiieeniiee e 2,422 3,071 2,361 710
Admin and SUPPOIt.......c.evieieiiiiieiee e 641 634 557 77
TOAL .o 1,719,148 1,819,946 1,602,625 217,321

See accompanying Independent Auditors' Report. The Notes to Required Supplementary Information are an integral part of this schedule.
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STATE OF NEW HAMPSHIRE

BUDGET TO ACTUAL (NON-GAAP BUDGETARY BASIS) SCHEDULE
GENERAL FUND

FOR THE FISCAL YEAR ENDED JUNE 30, 2004

(expressed in thousands)

General Fund

Variance with

Budgeted Amount Final Budget-
ACTUAL Positive

ORIGINAL FINAL (Budgetary Basis) (Negative)

EDUCATION
Post Secondary Education Commission.............c..c....... 4,407 5,159 4,471 688
Department of EQUCAtioN.............ceeeeiiiiiieieeiiiiieeee e 317,841 283,995 216,800 67,195
NH Comm. Tech. College System...........cccceeeieeniinnnnn. 72,761 109,637 78,646 30,991
Planetarium.........cooueiiiiiieeeeee e 1,026 1,089 886 203
Police Standards and Training Council...............cccce..... 2,947 5,988 2,361 3,627
University of New Hampshire..........cccoocviiiiiiennieen. 82,112 83,390 83,390
o) =Y 481,094 489,258 386,554 102,704
DEDL SEIVICE. ..o i it 81,664 81,664 81,136 528
Capital OULIAYS. ... .eeeieeeiiiiiie e 32,250 32,250 32,250
Total EXPENItUrES .....cvvvveeeiee e 3,095,595 3,464,966 2,820,176 644,790
Excess (Deficiency) of Revenues
Over (Under) Expenditures.........ccccoecueeeeeniiiieieeeeenee. (156,639)  (263,307) (53,242) 210,065
Other Financing Sources (Uses)
Operating Transfers IN........ccocoooceiiiiieeeeeee e 96,768 96,768 96,768
Operating Transfers OUL .........oooceeiieiiiieiee e (57,679) (57,679)
Miscellaneous 822 822
Total Other Financing Sources Uses..........cccccooeuuueeee. 96,768 39,911 39,911
Excess (Deficiency) of Revenues and Other
Sources Over (Under) Expenditures and Other Uses.... (59,872)  (223,396) (13,331) 210,065
Fund Balance - JUly L......ccccceiiiiiiiiiiieceiee e 255,316 255,316 255,316
Fund Balance - JUNE 30.......ccoovveeeiiiiiiiiieeeceeevveveeeeees $ 195444 $ 31920 $ 241,985 $ 210,065

See accompanying Independent Auditors' Report. The Notes to Required Supplementary Information are an integral part of this schedule.
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STATE OF NEW HAMPSHIRE

BUDGET TO ACTUAL (NON-GAAP BUDGETARY BASIS) SCHEDULE

HIGHWAY FUND
FOR THE FISCAL YEAR ENDED JUNE 30, 2004
(expressed in thousands)

REVENUES
Business LiCeNSE TaAXES........ccovvvvevevevrrrrrrrrrereeeeeeeeeenns

Fines, Penalties and Interest...........ccccovvveeiiieeininecnnn,
Grants from Federal Government...........ccoccceevvveeennnen.
Grants from Private and Local Sources.............ccccue....
Interest Premiums and DiSCOUNtS...........cccceviuveeiiieeennee
Sale of ComMMOItIES........ooviiiiiiiieiiiiee e
Sale Of SEIVICES. ....cooi i
ASSESSIMENTS...cciiiiiiiiiieieiee e
Grants from Other AgEeNCIES.........ccvveveeiiiiiiieeeeeeiee
MISCEIIANEOUS. ......ooiiiiiiiiie e

Total REVENUE.......coeiiii e

EXPENDITURES
JUSTICE AND PUBLIC PROTECTION

Excess (Deficiency) of Revenues
Over (Under) EXpenditures..........ccccoecvveeeeeeiiineneeesinnns

Other Financing Sources (Uses)
Operating Transfers IN.........ccccovveeeiiiiiieee e
Operating Transfers OUut ..........ccoccvveeeeeiiiieeee e,
MISCEIlANEOUS........oovviiiiiiie et
Total Other Financing Sources Uses......................

Excess (Deficiency) of Revenues and Other
Sources Over (Under) Expenditures and Other Uses...

Fund Balance - JUly L......ccoccoiiiiiiiiiiee e

Fund Balance - June 30........cceeeeeeeiiiiiieeiiiieeeeeee e,

Highway Fund

Budgeted Amount

Actual Variance with Final
(Budgetary Budget-Positive

Original Final Basis) (Negative)
$ 146,120 $ 146,120 $ 151,744 $ 5,624
73,937 73,937 71,214 (2,723)
19,572 19,572 22,081 2,509
929 929 649 (280)
144,600 257,956 44,331 (213,625)
8,894 7,548 4,488 (3,060)
2,000 2,000 1,043 (957)
177 1,237 179 (1,058)
16,473 27,067 17,661 (9,406)
310 310 297 (13)
1,424 1,455 1,373 (82)
331 331 2,808 2,477
414,767 538,462 317,868 (220,594)
1,686 820 866
1,686 820 866
275,405 510,085 235,702 274,383
275,405 510,085 235,702 274,383
5,310 5,310 5,280 30
147,283 147,283 147,283
427,998 664,364 389,085 275,279
(13,231) (125,902) (71,217) 54,685
(1,702) (1,702)
1,318 1,318
(384) (384)
(13,231) (126,285) (71,601) 54,685
122,580 122,580 122,580
$ 109,349 $ (3,705) $ 50,979 $ 54,685

See accompanying Independent Auditors' Report. The Notes to Required Supplementary Information are an integral part of this schedule.
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STATE OF NEW HAMPSHIRE

BUDGET TO ACTUAL (NON-GAAP BUDGETARY BASIS) SCHEDULE

EDUCATION FUND

FOR THE FISCAL YEAR ENDED JUNE 30, 2004

(expressed in thousands)

Education Fund

Variance with

Final Budget-
Budgeted Amount Actual Positive
Original Final (Budgetary Basis)  (Negative)
REVENUES
General Property TaXES......ceciivveeiiieeeiieeesveeesveee s $ 492300 $ 492,300 $ 493,354 $ 1,054
SPECIAl TAXES....eeiiiieeieeiiiee e ereee e e e e 273,100 273,100 286,035 12,935
Personal TAXES......ccuuviiiuieiiiiee e 27,400 27,400 28,582 1,182
MISCEIANEOUS. ... .o 39,600 39,600 40,000 400
Total REVENUE.......eiiiiiiie e 832,400 832,400 847,971 15,571
EXPENDITURES
General Government
Dept. of Revenue Administration............ccccceevvviereeeinns 8,242 8,131 111
TOtAL e 8,242 8,131 111
Education
Dept. of EAUCALION.......cccoiiiiiiieee e 894,991 896,530 895,713 817
TOtAl e 894,991 904,772 903,844 928
Excess (Deficiency) of Revenues
Over (Under) EXpenditures.........c.ccoccvveeeeeiiiinenees e, (62,591) (72,372) (55,873) 16,499
Other Financing Sources (Uses)
Operating Transfers IN.........ccoocceioiiiene e 57,576 57,576
Total Other Financing Sources Uses...........c........... 57,576 57,576
Excess (Deficiency) of Revenues and Other
Sources Over (Under) Expenditures and Other Uses.... (62,591) (14,797) 1,702 16,499
Fund Balance - JUly L......cccoooiiiiiiieiniieeee e 14,797 14,797 14,797
Fund Balance - JUNe 30.........cccovvveeviieeeiiiee e $ (47,794) $ - $ 16,499 $ 16,499

See accompanying Independent Auditors' Report. The Notes to Required Supplementary Information are an integral part of this schedule.
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Note to the Required Supplementary Information - Budgetary Reporting
FOR THE FISCAL YEAR ENDED JUNE 30, 2004

RECONCILIATION OF BUDGETARY TO GAAP

The state’s biennial budget is prepared on a basis other than GAAP. The “actual” results columns of the Budget and Actual — Non-
GAAP budgetary statements are presented on a “budgetary basis” to provide a meaningful comparison to budget.

The major differences between the budgetary basis and the GAAP basis are:
1. Expenditures are recorded when cash is paid or committed (budgetary), rather than when the obligation is incurred (GAAP).
In addition, revenue based on these accruals is adjusted on a GAAP basis only.
2.  On a GAAP basis, major inter-agency and intra-agency transactions are eliminated in order to not double count revenues
and expenditures.

The following schedule reconciles the General and Major Special Revenue Funds of the primary government for differences between
budgetary accounting methods and the GAAP basis accounting principles for the year ended June 30, 2004 (expressed in thousands).

General Highway Education
Fund Fund Fund
Excess (Deficiency) of revenues and
other financing sources over (under)
expenditures and other financing
uses (Budgetary Basis) $ (13,331)| $  (71,601)| $ 1,702

Adjustments and Reclassifications:
To record Accounts Payable (137,151) (84,310) (7,700)
and Accrued Payroll
To Record Encumbrances 89,629 89,410

To Record Accounts Receivable and 105,429 76,926 (73,745)
Deferred Revenue

To Record Other Financing Sources 2,146 70,889

Excess (Deficiency) of revenues and
other financing sources over (under) $ 46,722 | $ 10,425 | $ (8,854)
expenditures and other financing
uses* (GAAP Basis)

*Includes Change in Inventory reserves for General and Highway of $421, $1,318 respectively.
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Non - Major Governmental Financial Statements

Special Revenue Fund: Fish and Game Fund: The
operations of the state Fish and Game Department, including the
operation of fish hatcheries, inland and marine fisheries, and wildlife
areas, and functions related to law enforcement, land acquisition, and
wildlife management and research, are financed through the Fish and
Game Fund. Principal revenues of this fund include fees from fish
and game licenses, the marine gas tax, penalties, and recoveries, and
federal grants-in-aid related to fish and game management, all of
which are appropriated annually by the Legislature for the use of the
Fish and Game Department.

Capital Projects Fund: used to account for certain capital
improvement appropriations which are or will be primarily funded
by the issuance of state bonds or notes, other than bonds and notes
for highway or turnpike purposes, or by the application of certain
federal matching grants.

Permanent Funds:

NH Hospital: The NH Funds consist of several trust fund that
were made expressly for the benefit of patients at the NH Hospital
through various bequeathals.

Land Conservation Endownment: The Land Conservation
Investment Program (LCHIP) is responsible for monitoring the
condition and status of 80 state-held conservation easements acquired
by the LCHIP.

Other: The other caqtegory consists of several account that report
resources that are legally restricted to the extent that only earnings,
and not principal, may be used for purposes that benefit the state or
its citizenry. They include: Harriet Huntress, Hattie Livesey, John
Nesmith, Special Teachers Comp., Catastrophic Illness, Sam Whidden
Trust, Ben Thompson, and the Guy Thompson Memorial.
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NON - MAJOR GOVERNMENTAL FUNDS
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(Expressed in Thousands)
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Permanent Funds

Land
Fish & NH Conservation Other Total Total
Game Capital Hospital Endowment Permanent Permanent Non-Major
ASSETS
Cash and Cash Equivalents ............cccccveruennen. $ 9104 $ 28,035 $ 269 $ 269 $ 37,408
INVESIMENES ....ooovieiciieieeecce e 5131 $ 2415 $ 2,086 9,632 9,632
Receivables (Net)........ccovvererieneeneee e 1,022 3,763 4,785
Bonds Authorized & Unissued..............ccccc..e.
INVENTOTIES.....vciviciecie e 602 602
TOtaAl ASSEIS...ovveeeeeeeeeeeeeeeeeeeeeeereeaens $ 10,728 $ 31,798 $ 5400 $ 2415 % 2,086 $ 9,901 $ 52,427
LIABILITIES
Accounts Payable............cccccoeeveeererenennnn. $ 339 $ 6,927 $ 7,266
Accrued Payroll..........cccooeeeeiveeieece e, 661 661
Deferred REVENUE ........ccccvvvieeviieiiieeiene, 2,235 2,235
Due to other funds..........ccoooiiiiiiiiiinee
Bond Anticipated Notes... . 50,000 50,000
Total LiabilitieS.........ccevveverreiiiieninns 1,000 59,162 60,162
FUND BALANCES
Reserved for Encumbrances.............c......... 1,517 47,614 49,131
Reserved for Inventories...........c.cccecvenenn, 602 602
Reserved for Unexpended Appropriations.. 4,836 132,204 137,040
Reserved for Permanent Trust ................... $ 5400 $ 2415 $ 2,086 $ 9,901 9,901
Unreserved, Undesignated (Deficit)............ 2,773 (207,182) (204,409)
Total Fund Balances (Deficit).... 9,728 (27,364) 5,400 2,415 2,086 9,901 (7,735)
Total Liabilities and Fund Balances ....$ 10,728 $ 31,798 $ 5400 $ 2415 % 2,086 $ 9,901 $ 52,427
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STATE OF NEW HAMPSHIRE

COMBINING STATEMENT OF REVENUES,
EXPENDITURES AND CHANGES IN FUND BALANCES

NON-MAJOR GOVERNMENTAL FUNDS

FOR THE FISCAL YEAR ENDED JUNE 30, 2004

(Expressed in Thousands)

Permanent Funds

Land
Fish & NH Conservation Other Total Total
Game Capital Hospital Endowment Permanent Permanent Non-Major
REVENUES
General Property TaXeS.......ccveeiiiieeeiiieeeiiieee e
SpPeCial TAXES.....eiiiiiiiiieeiiiee et
Personal TaXeS.........coccvieiiieeee e e e e eseeeeee e,
BUSINESS LiCENSE TaXES....cuvvvieeeieeeeieiiiiieiieee e e e e s
NON-BUSINESS LICENSE TAXES.....vevveeereeereerersrreereaees $ 8,542 $ 8542
FEES. vt eeeeeeeee e e eeer e et et er et ee ettt 1,864 1,864
Fines, Penalties and INtErest............covvvrreereeereernen, 143 143
Grants from Federal GOVErMMENt.............coccwevreenes 4972 $ 32,717 37,689
Grants from Private and Local SOUrces...........co....... 238 221 459
Rents and Leases.........cccveeeeeeeeeecciiiiieeee e
Interest, Premiums and DiSCOUNES............oveerverrens 92 185 % 176 $ 110 $ 52 $ 338 615
Sale of CommOdIties.........uevvveeeiiiiciiiiie e, 74 74
Sale of Service 7 7
ASSessSments............ueeevevenennns .
Grants from Other AGENCIES..........cvvvevreeeerererereeenns 1,287 1,287
VISCEIIANEOUS. ... eeees e e s eeseesee e eeseeneees 233 408 5 205 618 851
TOtal REVENUES..........ooveereeeeeseeeeeeseeeeee e 17,452 33,123 584 115 257 956 51,531
EXPENDITURES
Current:
General GOVErNMENt...........vvveveeeeieiiiieieeeee e e e
Administration of Justice & Public Protection...........
Resource Protection and Development.................... 16,649 121 121 16,770
TranspOortation...........c.eeeiiieeeeiiieeeee e
Health and Social SEIVICES. ......c.vvvereeeeereereresreenes 267 82 349 349
EdUCALION.......cuiiiiiieee e
DEDE SEIVICE ... veeeeeeeeeeeeeeeeees et see e seseeseeeeseeeeeees 324 324
CaAPItal OULIAY.......cv.eeeeeeeeeeeeeeeeeeeeeeeeseeeeereseeeeeseeeenean 771 101,044 101,815
Total EXPENitUreS........o.oveiveeeeeeeeeseeeeeeeereeeeeen 17,744 101,044 267 121 82 470 119,258
Excess (Deficiency) of Revenues
Over (Under) EXpenditures............c.covveveeveveenenn. (292) (67,921) 317 (6) 175 486 (67,727)
OTHER FINANCING SOURCES (USES)
TEANSTEIS IN oot eee et ee e eeeeens 851 851
TIANSTES OUL....eveeeeeeeeeee e eeses s (3,295) (3,295)
G.O. BONG PremMilM.....c.oveeveveeeeeeeeeeeeeseeereeeeeeensenens 3,417 3,417
G.O. BONG ISSUANCE. .....eveeeerereeeeeeeeeeeeeereeeeeeeneenens 80,000 80,000
Total Other Financing Sources (USES)................... 851 80,122 80,973
Excess (Deficiency) of Revenues & Other Sources
Over (Under) Expenditures & Other Uses 559 12,201 317 (6) 175 486 13,246
Fund Balances - JUY 1 .......ooveveeeieeeeeeeeeeeeen 9,243 (39,565) 5,083 2,421 1,911 9,415 (20,907)
Change in Reserve for INVENtory.............ccoeeeerenee.. (74) (74)

Fund Balances (Def|c|t) S JUNE 30 $ 9.728 $(27,364) $ 5,400 $ 2,415 $ 2,086 $ 9,901 $ (7,735)
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STATE OF NEW HAMPSHIRE

BUDGET TO ACTUAL (NON-GAAP BUDGETARY BASIS) SCHEDULE
FISH & GAME FUND

FOR THE FISCAL YEAR ENDED JUNE 30, 2004

(expressed in thousands)

Fish and Game Fund

Budgeted Amounts

Actual Variance with Final
(Budgetary Budget-Positive
Original Final Basis) (Negative)
REVENUES
SPECIAl TAXES..ecuviiiieiiieiie ettt $ 65 $ 65
Non-Business License TaxXes..........ccovevveieesreeireennnns 8,764 8,764 $ 8,542 $ (222)
FBES. .ttt 2,469 2,469 1,864 (605)
Fines, Penalties and Interest...........ccccceevivveeeviiieeennnns 150 150 143 (@)
Grants from Federal Government...........ccccccvveeenvneenn. 6,541 6,170 4,657 (1,513)
Grants from Private and Local Sources............ccc........ 370 426 238 (188)
Interest Premiums and Discounts..........cccccccveeenvneenn. 181 195 92 (103)
Sale of CoOmMMOAItIES......ccuvvvviviiiieiiee e 314 314 274 (40)
Sale Of SeIVICES......oviiiiiiie it 291 291 7 (284)
Grants from Other AgenCiIes.........occvvvevriiereeeiieneenens 993 1,116 1,287 171
MISCEIIANEOUS........vvviiiiiiii et 5,265 4,650 4,458 (192)
Total REVENUES. ......cev it 25,403 24,610 21,562 (3,048)
EXPENDITURES
RESOURCE PROTECTION AND DEVELOPMENT
Fish and Game CommisSioN..........ccoeevvvenveenneennenns 25,333 32,485 23,973
Debt Service... 350 350 324 26
Capital OULIAYS........ceeeiiiiieeeiiiiee e 771 771 771
Total EXPenditures .........cccceevvveeeeeiiieeesiiieee e 26,454 33,606 25,068 8,538
Excess (Deficiency) of Revenues
Over (Under) Expenditures..........cccccveeeevereesnineeennns (1,051) (8,996) (3,506) 5,490
OTHER FINANCING SOURCES (USES)
Transfers OUL ......c.eviiiiiiie e 851 851
MiISCEIlANEOUS.......coiiviiiiiiiiee et (75) (75)
Total Other Financing Sources (Uses)... 776 776
Excess (Deficiency) of Revenues
and Other Sources Over (Under)
Expenditures and Other Uses...........ccccceeieeiiiennnnns (1,051) (8,220) (2,730) 5,490
Fund Balance - July 1 11,861 11,861 11,861
Fund Balance - June 30.......cceceeveeeeeeeeeeeeeeeeenens $ 10,810 $ 3641 $ 9,131 $ 5,490
Fish and game
RECONCILIATION OF BUDGETARY TO GAAP Excess (Deficiency) of revenues and Fund
The state’s biennial budget is prepared on a basis other than GAAP. The “actual” results ~ |°ther financing sources over (under)
column of the Budget and Actual — Non-GAAP budgetary statement are presented on a expenditures and other financing
“budgetary basis” to provide a meaningful comparison to budget. uses (Budgetary Basis) $ (2,730)
The major differences between the budgetary basis and the GAAP basis are: Adjustments and Reclassifications:
1. Expenditures are recorded when cash is paid or committed (budgetary), rather To record Accounts Payable 5,708
than when the obligation is incurred (GAAP). In addition, revenue based on  [and Accrued Payroll
these accruals is adjusted on a GAAP basis only.
2. On a GAAP basis, major inter-agency and intra-agency transactions are elimi- | 1° Record Encumbrances 1616
nated in order to not double count revenues and expenditures. To Record Accounts Receivable and (4.109)
Deferred Revenue
The following schedule reconciles the Fish and Game Fund of the primary government for
differences between budgetary accounting methods and the GAAP basis accounting prin- To Record Other Financing Sources
ciples for the year ended June 30, 2004 (expressed in thousands).
Excess (Deficiency) of revenues and
other financing sources over (under) $ 485
expenditures and other financing
uses*

*Includes Change in Inventory reserves of ($74).
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Fiduciary Funds

Pension Trust Fund

The New Hampshire Retirement System consists of a cost-sharing
multiple-employer contributory pension plan (Pension Plan) and
trust established in 1967 by RSA 100:A:2 and is qualified as a tax-
exempt organization under Sections 401(a) and 501(a) of the Inter-
nal Revenue Code and a post-retirement medical plan (Medical Plan).

Pension Plan: the pension plan is a contributory, defined ben-
efit plan providing service, disability, death and vested retirement
benefits to members and their beneficiaries. Substantially all full-
time state employees, public school teachers and administrators,
permanent firefighters and permanent police officers within the State
of New Hampshire are eligible and required to participate in the
System. Full-time employees of political subdivisions, including
counties, municipalities and school districts, are also eligible to
participate as group if the governing body of the political subdivi-
sion has elected participation.

Post Retirement Medical Plan: Pursuant to RSA 100-A:50
and RSA 100-A:52, the New Hampshire Retirement System also
provides a postretirement medical plan to certain members. The
maximum monthly subsidy effective as of July 1, 2004 for eligible
members (and beneficiaries) not eligible for Medicare is $298.13.
For those eligible for Medicare, the maximum monthly subsidy is
$188.02. The monthly maximum premium is increased each July 1
by 8%. The System subsidy generally covers the retired member's
spouse and any of the retired member's certifiable dependent chil-
dren with a disability.
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STATE OF NEW HAMPSHIRE

COMBINING STATEMENT OF PLAN NET ASSETS
PENSION TRUST FUNDS
JUNE 30, 2004

(Expressed in Thousands) Pension Trust Funds

Post
Retirement
Pension Medical
Plan Plan Total
ASSETS
Cash and Cash EQUIVAIENES..............ccccveveereeereeeeeeieeeenenanns 1439 $ 162 $ 1,601
Cash Collateral on Security Lending 351,220 39,552 390,772
TOtAl CASN.....eoeeeeee et 352,659 39,714 392,373
Receivables:
Due from EMPIOYES........cccveveeeveeerieeeeeeeeeeseeeeeser e enenenn, 9,226 9,226
DUE fTOM SEALE ...t ee e ee e 4,620 4,620
Due from Plan Members 11,178 11,178
Due from Brokers for Securities Sold.............ccooverveeeenennnn. 153,205 17,253 170,458
Interest and DIVIAENAS...........ccooveeeeeeeeeeeeeeeeee oo, 12,269 1,382 13,651
O T et ee e 1,392 157 1,549
Total RECEIVADIES...........ooeeeeeeeeeeeeeeeeeeeeeeeeeeeeee e, 191,890 18,792 210,682
Investments
Equity Investments
DIOMESHIC ..ttt ee e ee e ee e en e 2,000,106 225,241 2,225,347
INEEINALONAL. ... ee et 380,611 42,862 423,473
Fixed Income Investments
DIOMESHIC ..ot ee e ee e ee e en e 778,670 87,690 866,360
GHODAL. e 146,826 16,535 163,361
Commercial Real EState...........ccocveeoeeeeeeeeeeeeeeeeee e 283,401 31,915 315,316
Alternative INVESIMENES. ......c.ooveveeeeeeeeeeeeeeeee e e e 316,835 35,680 352,515
Temporary INVESIMENLS. ........c.ccovoveeeeeeereeeeeseeeeeeeseeeeeeens, 30,461 3,430 33,891
Total INVESIMENTS. ...t 3,936,910 443,353 4,380,263
OUNEI ASSELS. ...t een e, 5,015 564 5,579
TOLAl ASSEES ...t ee e 4,486,474 502,423 4,988,897
LIABILITIES
Securities Lending Collateral...............ooveveveeeveeeeeeeieeennn, 351,220 39,552 390,772
Management Fees and Other Payables..............cccooveverevennne, 5,598 630 6,228
Due to Brokers for Securities Purchased................ccccoevvuennne 180,306 20,305 200,611
Total LIabilities. ........ccoeveeeeieiieeeeeeeee e, 537,124 60,487 597,611

Net Assets Held in Trust for Benefits & Other Purposes...... $3,949,350 $ 441,936 $4,391,286
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STATE OF NEW HAMPSHIRE
COMBINING STATEMENT OF CHANGES

IN PLAN NET ASSETS
PENSION TRUST FUNDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2004
(Expressed in Thousands)

Post
Retirement
Pension Medical
ADDITIONS Plan Plan Total
Contributions:
EMPIOYET ..ottt eeens 65334 $ 35471 100,805
State Contributions on Behalf of Local Employers 15,223 7,612 22,835
Total Employer Contributions 80,557 43,083 123,640
PlAN MEMDET ........coveeeeeeeeeeeeeeeeeeseeee e 129,087 129,087
Post Retirement Medical Plan Contributions on Behalf of Employers..... 43,083 43,083
TOtal CONMTIDULIONS. ........eeeeeeececeseeiee e eeesee et es s 252,727 43,083 295,810
Investment Income:
From Investing Activities:
Net Appreciation in Fair Value of INVEStMENtS.............cccveveeeeeeeeeeeenns 408,744 47,597 456,341
TIEEIESE. ... s e e s s s e e s s s s e e s s nesenesee e enenenennnas 46,646 5,432 52,078
DIVIAENGS. ...t 31,834 3,707 35,541
TIiMberfund INCOME .......oooiiiiiiii e
Alternative Investment INCOME..............ccccoveveveverernnn. 5,661 659 6,320
Commercial Real Estate Operating Income 26,308 3,063 29,371
Total Income from INVeStNG ACHVItIES. ..........v.veveeeeeeeeeeeeeee e, 519,193 60,458 579,651
Less: Investment Activity Expenses:
Investment Management FEES............oiieeeeeeeeeeeeeeeeeeeeee e eseens 18,729 2,181 20,910
CUSEOTIAI FEES ...t 466 54 520
INVESIMENt AGVISOF FEES.........evveieeeeeeeeeeeeeeeeeeeeees e 302 35 337
Total INVeStment ACHVitY EXPENSES.......c.coverereeeeeeeeeeeeeeeeeeeneneneens 19,497 2,270 21,767
Total Net Income from Investing ACHVItIES. ...........cccceeueerrieeeenens 499,696 58,188 557,884
From Securities Lending Activities:
Security LENGING INCOME.........cvoeeeeeeeeeeeeeeeeeeeeee e 3,788 441 4,229
Less: Security Lending Borrower REDAtES............ooveeveeereieereeeeereene 2,625 306 2,931
Less: Security Lending Management FEes.............cccoeueeireeeessienns 348 41 389
Net Income from Securities Lending Activities 815 94 909
Total Net INVESTMENT INCOME....cvvveeeieeeeeeeeeeeeeeeeteeeeeeeeeseeeeseseeenes 500,511 58,282 558,793
Asset Transfer from Pension PIAN.............c.ccceeeveeeeeeeeeeeeeeeeeeneens 1,688 1,688
(0113 =YY 817 95 912
TOTAl AGGILIONS v vttt ettt ettt ettt eee e ereeeees 754,055 103,148 857,203
DEDUCTIONS
Benefits/Distributions t0 PartiCipants.............ccoeeeeeeeeeeeeeeeeeeseeeeeeeenns 267,007 32,492 299,499
REFUNAS OF CONTDULIONS. ... 16,781 16,781
AAMINISTAIVE EXPENSE.........vveeeeeeeeeeeeeeeeeeeeeeeeeeeeee e s e eeeees e es e 4,924 573 5,497
Post Retirement Medical Plan Contributions to Pension
Plan on Behalf 0f EMPIOYETS. ........ccoovivieieiieeeeeeeesees e sesee s en e 43,083 43,083
PrOfESSIONAI FEES.......cocvivvreceeeeieieeeee et ee st er et en et es e aes e e e 625 73 698
Asset Transfer to Postretirement Medical Plan ...............cc.cevveeveverrerennnn. 1,688 1,688
ONBT et e e s n e 315 37 352
TOtAl DEAUCHIONS ...t 291,340 76,258 367,598
CRANGE 1N NEE ASSELS ...ttty 462,715 26,890 489,605
NET ASSETS HELD IN TRUST FOR BENEHTS
BeGiNNING Of the YEAT.......c.ceieieieieceieeeeeeeee e ennnen 3,486,635 415,046 3,901,681

ENd Of the YA .......ocii oo,

$3,949,350 $ 441,936 $ 4,391,286




Private - Purpose Trust Funds

Special Fund for Second Injury: The intent of the Second injury fund
is to equalize the compensation costs that the employer and their insurance
company must pay for impaired and non-impaired workers alike, thereby
removing a potential barrier to the employment of impaired workers. This
fund gives employers the opportunity to limit their compensation costs in
the event that an impaired employee sustains a workers compensation in-
jury, which leaves the worker more disabled than the same injury would
leave a non-impaired worker. Each carrier and self-insured employer pays
into the fund based on a formula per statute. Reimbursements for com-
pensable payments made by insurance carriers and self-insured employers,
are made only upon written order by the Labor Commissioner to the State
Treasurer.  The State Treasurer is the custodian of the fund and all
moneys and securities in the fund are held in trust by the treasurer and do
not constitute money or property of the state.

College Savings: This fund is The New Hampshire Excellence in Higher
Education Endowment Trust Fund; a non state program which has the
purpose of providing scholarships for the benefit of residents of the state
of New Hampshire who are pursuing programs of study at eligible educa-
tional institutions within the state. Funding will come from a portion of the
administrative proceeds of New Hampshire’s UNIQUE College Investing
Plan. The fund is administered by the New Hampshire College Tuition
Savings Plan Advisory Commission, and scholarships will be granted based
on need and merit. The State Treasurer is the trustee of the fund.

Electrical Assistance Program Utility Fund: The Electrical Assis-
tance Program (EAP) was developed by the Public Utilities Commission
(PUC) to respond to the Legislature’s call for low-income programs as
part of electric restructuring. Accordingly, PUC issued an order approv-
ing a program to provide bill assistance to customers, and set up this fund.
This program provides income-eligible customers with discounts on their
electric bills. Customer bills for low-income assistance are adjusted by the
utility company. The state treasurer is the custodian of the fund, and all
moneys and securities in the fund are held in trust by the state treasurer
and do not constitute money or property of the state. According to the
Consumer Affairs Director at PUC, if the Electrical Assistance Program
(EAP) were to cease operations, the funds would not remain with Treasury,
the custodian of the funds, they would be have to be returned to the rate
payers.

Other: The other category consists of several accounts whose trust ar-
rangements provide principal and income to benefit individuals, private
organizations or other governments. They include: NH Veterans Home
Funds, Prison Funds, Laconia State School, Japanese Charitable Trust,
Youth Development Center, Rural Rehab. Corporation, Matthew Elliott
Trust, YDC Other Funds, and the Special Fund for Active Cases.
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STATE OF NEW HAMPSHIRE

COMBINING STATEMENT OF NET ASSETS -
PRIVATE - PURPOSE TRUST FUNDS

JUNE 30, 2004

(Expressed in Thousands)

Private-Purpose Trust Funds

Special Fund For College Total
Second Injuries EAP Savings Other Private-Purpose
ASSETS
Cash and Cash Equivalents...........c.c......... $ 5,663 $2,416 $ 519 $ 8,598
Other Receivables............ccoovevieveeriennn, 135 135
INVESIMENTS. ... $ 7969 1,426 9,395
TOtal ASSES.....vveeieeeeeeeeeeeeeeeeeeeeeeenn, 5,663 2,416 7,969 2,080 18,128
LIABILITIES
Other Liabilities............ccoeevevevceereereeeceenee, 58 58
Total Liabilities.........ccoeevevveeeeiieiee, 58 58

Net Assets Held in Trust for Benefits ........
& Other Purposes $ 5663 $ 2416 $ 7969 $ 2022 $ 18,070
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STATE OF NEW HAMPSHIRE
STATEMENT OF CHANGES IN NET ASSETS -
PRIVATE-PURPOSE TRUST FUNDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2004
(Expressed in Thousands)

Private Purpose Trust Funds

Special Fund For College Total
ADDITIONS Second Injuries EAP Savings Other Private Purpose
Contributions:
From ParticipantS..........ceeeevvererevssseeneen. $ 8,189 $ 2,738 $ 3451 $ 3885 $ 18,263
From Gifts, Bequests, and Endowments........ 0
Total ContribUtioNS. ........c.cceeveeeeeeeeeeeeeen. 8,189 2,738 3,451 3,885 18,263
INtErest INCOME.......c.ceveveeereeeeeeeeeeeeeeereeeeeeeeenas 59 26 36 29 150
(01101 SO UOUPOUUOPRRS 1,006 87 1,093
Total AdditioNS.....c.ceeeeeeeeeeeeeeeeeeeeeeeeeeeeens 8,248 2,764 4,493 4,001 19,506
DEDUCTIONS
Benefits/Distributions to Participants................ 7,184 2,002 186 3,882 13,254
(@101 SO OO S 149 154
Total DedUCtiONS....c.coveeeeeeeeeeeeeeeeeeeeeeeeeeens 7,189 2,002 186 4,031 13,408
Net InCrease/(DeCrease).........c.cowwowerceeeerennnnn, 1,059 762 4,307 (30) 6,098
NET ASSETS HELD IN TRUST FOR BENEFITS
& OTHER PURPOSES
Beginning of the Year............ccoocvevveieeeieeeeneeas 4,604 1,654 3,662 2,052 11,972

End of the Year $ 5,663 $ 2,416 $ 7,969 $ 2,022 $ 18,070
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Agency Funds

Deferred Compensation Withholdings: The Deferred Compensation Plan is a benefit offered
to full-time State of New Hampshire employees. Deferred Compensation funds are withheld for
employees using payroll deductions. An account is maintained as a pass through account for the
Deferred Compensation, monies are transferred there temporarily and a check is wired to ING.

Unified Court System: These funds are litigation accounts. When a party sues another party
funds are held in the Judicial Branch Trust Funds until a judgment is made. These trust funds are
classified by the court; Superior, Probate, District and Family Division, and have several account
types within each court.

Child Support Funds: There are currently five non-state program funds reported under the child
support funds and all function in a custodial capacity for the benefit of child support recipients.
The Payroll account has the most activity and resulted from the transfer of activity from the
Department of Probation to the Division of Human Services (Welfare) in 1981. This account
includes the checking account for the dollars received and disbursed on behalf of those receiving
Child Support. The revolving fund was established to make timely payment of certain child support
enforcement services costs. The purpose of the child support enforcement program is to obtain
from responsible parents reimbursement of financial assistance provided their dependent children.
The Department of Human Services, Division of Child Support Services, has an agreement with
ACS State and Local Solutions, Inc., to manage the billing, collection and telecommunication
system operated on a statewide basis as part of the automated child support system, which is
labeled the Lockbox account. This lockbox functions as DCSS’ State Disbursement Unit (SDU). An
SDU must be capable of receiving, recording and depositing wage assignments from employers and
direct payments from non-custodial parents. Within 48 hours of receiving a payment, an SDU must
make an accurate distribution of payments to families throughout New Hampshire, the remaining
states and territories, and several foreign countries. The other two funds are used for collections
relation to Juvenile Services restitution cases and court repayment of lawyer’s fees

Nuclear Decommissioning Fund: The fund was established to accumulate monies necessary to
defray the costs of decommissioning the Seabrook nuclear power plant at the end of its useful or
serviceable life. The primary purpose being to ensure the health, safety, and well being of the
public and future generations. A Committee established by law establishes the costs of decommis-
sioning and accordingly sets the fees required to be paid into the fund by the owners of the facility.
The Public Utility Commission then allows the utility to charge its customers on a Per KW basis
the amount the utility pays into the decommissioning fund. The State shall have no financial
responsibility for decommissioning, or the demolition and removal of facilities constructed as part
of any uncompleted facility. According to the Committee’s Counsel, the State’s only involvement
in the fund is to make sure there is enough money in the fund for decommissioning, the owners of
the plant are responsible for the actual decommissioning. Any funds remaining after completion
of the decommissioning in excess of the customer contributions will be returned to the owner or
owners of the facility.

Maine-NH Interstate Bridge- The bridge over the Piscataqua River was inadequate to accom-
modate the traffic between the states of Maine and New Hampshire. The solution to this problem
was the construction of a new bridge. As a result, the Maine-New Hampshire Interstate Bridge
Authority was created, with the consent of the United State Congress, by entering into a compact
formed through the joining of the state of Maine and New Hampshire through a common agency,
a corporation in the state of New Hampshire. The Authority has the power and authority to
construct, maintain, reconstruct and operate an interstate bridge across the Piscataqua River
between Kittery, Maine and Portsmouth, New Hampshire, and it’s approach roads.

Other: The other category consists of several accounts whose assets and liabilities for deposits
and investments have been entrusted to the state as an agent for others. The following make up
this category, Glencliff Home, Financial Responsibility, Dissolution of Corporations, Employee US
Savings Bonds, NH Tech. Student Activities, Skyhaven Hangar, Corrections Funds, Fish & Game
Lifetime Licenses, and the Community Conservation Endowment Funds.
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STATE OF NEW HAMPSHIRE

COMBINING STATEMENT OF ASSETS AND LIABILITIES

AGENCY FUNDS

JUNE 30, 2004

(Expressed in Thousands)

Agency Funds

Deferred Unified Child Nuclear Maine-NH Other
Compensation  Court Support Decommissing Interstate Agency
Withholdings  System Funds Fund Bridge Funds Total
ASSETS
Cash and Cash Equivalents.......... $ 4813 $ 1514 $ 2,079 $ 8,406
INvestments........cccceeeeeeeiiiiiiiiiee $ 301,285 $ 3,422 1,761 306,468
Total ASSetS.....cveviviiiiiiieeiiiees $ $ 4813 $ 1514 $ 301,285 $ 3422 $ 3,840 $ 314,874
LIABILITIES
Custodial Funds Payable............... $ 4813 $ 1514 $ 301,285 $ 3422 $ 3,814 $ 314,848
Other Liabilities.........c.ccccevveeennnnenn. 26 26

Total Liabilities..........c.coccvvvvrcneene $ $ 4813 $ 1514 $ 301,285 $ 3422 $ 3,840 $ 314,874
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STATE OF NEW HAMPSHIRE
COMBINING STATEMENT OF CHANGES

IN ASSETS AND LIABILITITES
AGENCY FUNDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2004
(Expressed in Thousands)

Balance Balance
) ) ] July 1,2003 Additions Deletions June 20, 2004
Deferred Compensation Withholdings
ASSETS
Cash and Cash Equivalents...........cccccoocievieiinnnnen. $ 3,604 3,604
LIABILITIES
Custodial Funds Payable...........cc.cccoevveevrieeceineenns $ 3,604 3,604
Unified Court System
ASSETS
Cash and Cash Equivalents...........c.c.cccoveeeeieeeinnen.. $ 5,918 12,531 13,636 4,813
LIABILITIES
Custodial Funds Payable.............ccccooiiiiiiiiinenn. $ 5,918 12,531 13,636 4,813
Child Support Funds
ASSETS
Cash and Cash Equivalents...........cccccoocieeeerinnneen. $ 2,192 169,420 170,098 1,514
LIABILITIES
Custodial Funds Payable..............cccccoovviiiiieeiinneenns $ 2,192 169,420 170,098 1,514
Nuclear Decommissioning Fund
ASSETS
INVESIMENES.....cvvieeciiieeeiee et $ 268,547 36,754 4,016 301,285
LIABILITIES
Custodial Funds Payable.............ccccooiiiiiiiiinenn. $ 268,547 36,754 4,016 301,285
Maine-New Hampshire Interstate Bridge Authority
ASSETS
INVESIMENTS...coeiiiiieieeeeeeeeee e $ 3,755 288 621 3,422
LIABILITIES
Custodial Funds Payable..............cccccoovveiiiieeiiiieenns $ 3,755 288 621 3,422
Other Agency Funds
ASSETS
Cash and Cash Equivalents...........c.c.cccoveeveieeennnenn. $ 1,858 8,079 7,664 2,273
INVESIMENTS...coeviiiiiiiieiee e 1,363 383 179 1,567
TOtAl ASSELS...euvieieiiiiiiiiiiieeeeeeeee s $ 3,221 8,462 7,843 3,840
LIABILITIES
Other Liabilites..........ccoeiiiieiiieiiiieeeeeecee e, $ 27 616 617 26
Custodial Funds Payable............cccccoiiiiiiininenn. 3,194 7,846 7,226 3,814
Total Liabilities..........c.cccovveeiiiiiiee e $ 3,221 8,462 7,843 3,840
Totals - Agency Funds
ASSETS
Cash and Cash Equivalents...........c.c.cccoveeeeieeennenn. $ 9,968 193,634 195,196 8,406
INVESIMENES.....cvviieiiieeeiie et 273,665 37,619 4,816 306,468
Total ASSELS...cicivieiiiiie et $ 283,633 231,253 200,012 314,874
LIABILITIES
Other Liabilities..........ccccooiiiiiiieeicecceeceieeee e, $ 27 616 617 26
Custodial Funds Payable..............ccccccovviiiiieeiineenns 283,606 230,443 199,201 314,848
Total Liabilities.........cc.ccooveeeeiieiciiee e $ 283,633 231,059 199,818 314,874
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TABLE OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES

GENERAL , HIGHWAY, EDUCATION, AND FISH & GAME FUNDS
FOR THE LAST TEN FISCAL YEARS

(Expressed in Thousands)

REVENUES:
General Property Taxes
Special Taxes
Personal Taxes
Business License Taxes....
Non-Business License Taxes...

Fines,Penalties and Interest
Grants from Federal Government....

Grants from Private
and local Sources

Rents and Leases
Interest, Premiums and Discounts
Sale of Commodities
Sale of Services..
Assessments
Grants from Other Agencies
Miscellaneous
Total REVENUES.........ccoveviieiiiciciicn
EXPENDITURES:
Current:
General GOVernment.........coccvvevienieeenns

Administration of Justice
and Public Protection

Resource Protection

and Development.........cccccvvvvvenenienennens
Transportation
Health and Social Services
Education
Debt Service
Capital Outlay
Total Expenditures
Excess (Deficiency) of Revenues

Over (Under) Expenditures.

OTHER FINANCING SOURCES (USES):
Operating Transfers IN........ccccceevvvvenciinnens

Operating Transfers Out..........ccoceviriienienns
Operating Transfers from

Enterprise Funds
Proceeds from Issuance of Bonds...
Proceeds from Refunding Bonds

Capital Lease Acquisition..

Bond Escrow Agent
Total Other Financing Sources (Uses)....
Excess (Deficiency) of Revenues
and Other Sources Over (Under)
Expenditures and Other Uses

Fund Balances - July 1
Change in Reserve for Inventory...................

Fund Balances - June 30............ccccecveninne
Ratio of Debt Services to Total

EXPenditures..........coveevereiicninic e

Fiscal Year Ended June 30

2004 2003 2002 2001 2000 1999 1998 1997 1996 1995
$ 493,614 $504,891 $501,704 $458201 $473,706 $ 535 $ 563 $ 566 $ 408 $ 460
1,137,423 1,054,577 1,018,713 932,958 853,246 726,398 670,054 606,135 543,910 648,688
100,015 94,029 84,222 86,350 94,987 73,765 76,091 50,421 44,498 44,013
170,322 162,973 159,480 222,651 210,432 209,470 195182 192,608 180,363 166,090
169,592 163,764 155,279 67,068 65,954 62,817 61,218 59,253 56,868 55,931
121,636 116,266 111,044 107,900 101,247 99,730 84,789 81,989 84,704 71,185
24,365 22,663 20,598 28,703 29,378 26,882 28,952 26,276 25,056 28,204
1,347,888 1,198,702 1,072,023 983,342 957,669 914,277 822,569 786,119 814,616 743,308
139,755 117,705 101,093 122,584 113,093 116,154 117,707 103,298 107,368 93,269
1,457 1,333 1,612 1,190 1,430 1,553 4,960 4,832 4,673 4,320
4,578 11,267 7,195 14,670 16,867 15,368 14,272 12,782 13,507 13,512
8,882 11,783 11,354 10,420 10,284 9,826 13,141 11,634 10,485 8,907
153,423 94,314 88,892 76,895 75,492 80,010 73,799 95,338 92,037 136,522
16,422 14,322 17,365 20,674 22,434 16,771 16,441 15,157 14,058 13,625
5,659 4,644 3,241 7,631 3,252 4,636 28,852 23,273 21,971 17,305
163,803 159,518 119,336 89,012 100,159 44,037 43,270 42,056 36,565 41,455
4,058,834 3,732,751 3,473,151 3,230,249 3,129,630 2,402,229 2,251,860 2,111,737 2,051,087 2,086,794
217,050 211,475 193,996 185443 184,090 178,530 172,926 177,403 180,569 184,538
259,579 254,551 235774 217,222 201,162 193,291 196,322 166,614 156,330 150,774
163,034 161,893 136,086 133,803 118,784 114,199 106,492 102,520 91,089 89,630
237,711 236,479 221,572 226,928 211,439 201,139 189,599 187,445 189,541 181,756
1,754,938 1,505,032 1,351,583 1,276,100 1,210,723 1,178,090 1,115,939 1,080,933 1,094,810 1,192,346
1,281,614 1,263,036 1,206,059 1,120,208 1,107,152 342,837 326,280 289,297 269,425 265,692
86,740 89,591 82,759 81,390 81,228 78,730 74,293 75,461 74,754 65,131
180,304 187,047 212,586 179,568 185391 155,663 133,435 125492 102,758 90,956
4,180,070 3,009,104 3,640,415 3,420,662 3,299,969 2,442,479 2,315,286 2,205,165 2,159,276 2,220,823
(122,136) (176,353) (167,264) (190,413) (170,339) (40,250)  (63,426)  (93,428) (108,189) (134,029)
59,716 68,488 86,434 335978 402,754 237,886 224,071 236,315 198,214 347,000
(56,421)  (68,796)  (83,882) (335,002) (402,818) (244,501) (224,065) (236,442) (196,062) (347,913)
165,820 152,182 148,727 136,623 137,695 132,829 124,329 117,704 106,879 99,681
0 97,830 5,130 64 34 1,447
103,351 53,595
134 1,159
0  (97,830) (103,351) (53,595)
169,249 153,033 156,400 137,500 137,631 126,214 124,335 117,641 _ 109,065 100,215
47,113  (23,320) (10,855) (52,814) (32,708) 85,964 60,909 24,213 876  (33,814)
315485 339,506 348,517 402,653 435041 349,855 288,946 264,733 263,857 297,671
1,665 (791) 1,934 (1,322) 320 (778)
$ 364,263 $ 315485 $ 339,506 $ 348,517 $ 402,653 $ 435041 $ 349,855 $ 288,946 $ 264,733 $ 263,857
2.07% 2.29% 2.27% 2.38% 2.46% 3.22% 3.21% 3.42% 3.46% 2.93%
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TABLE OF UNRESTRICTED REVENUE

GENERAL FUND - GAAP BASIS
FOR THE LAST TEN FISCAL YEARS
(Expressed in Thousands)

Fiscal Year Ended June 30

2004 2003 2002 2001 2000 1999 1998 1997 1996 1995
BEEE TAXe et $ 12445 $ 12,281 $ 12,157 $ 11,656 $ 12,090 $ 11,783 $ 11,442 $ 11,366 $ 11,113 $ 11,217
Board and Care ReVeNnUe. .....ooooeooooei, 12,384 11,197 10,692 13,333 11,953 11,196 12,966 13,992 13,628 14,439
BUSINESS PIOfitS TaX woeeoeeeoeeooeeoeoeoeo 131,585 137,757 128,574 179,615 146,443 164,833 167,471 171,990 152,683 138,348
Business Enterprise Tax.. 118,538 96,574 121,016 122,165 94,354 93,021 71,036 38,239 24,969 29,764
Estate and Legacy Tax. 26,971 59,074 56,958 59,348 56,368 54,744 43,274 40,734 33,270 38,456
Insurance Tax 86,246 82,161 76,094 66,441 59,336 62,914 54,656 57,202 50,488 42,639
Securities Revenue(1)........co.oerverereereeeenn.s 26,344 25,778 26,060 28,023 25,513 22,465 20,522 18,042 15,622 13,722
Interest and Dividends TaX......woweoeeeeoeoin, 55,630 55,129 70,334 76,651 65,522 63,134 61,799 52,683 51,878 37,970
Liquor. 106,676 98,996 96,237 89,344 86,015 77,444 75,440 71,713 65,971 63,626
Meals and Rooms Tax.. 178,480 168,722 164,045 157,202 149,777 137,258 128,688 118,984 113,369 107,501
Parks REVENUE(2)......ceeriruerienieieirieieieaieins 5,205 4,212
DOY RACING......cceoeverieereeeieerereeeerieeseeseraenian 1,515 1,572 1,487 1,262 1,058 1,026 1,011 2,213 2,166 2,802
Horse Racing 2,474 2,459 2,701 2,592 2,429 2,427 2,238 2,778 3,032 3,053
Real Estate Transfer Tax. 95,162 78,859 66,393 59,488 56,779 52,925 44,162 33,330 30,192 28,971
Telephone/Communications Tax.. 65,781 62,522 64,663 49,045 47,794 46,219 40,134 39,253 35,519 33,212
TOBACCO TAX oo 71,471 67,066 60,294 61,007 68,381 73,784 76,128 50,436 44,537 44,065
Tobacco Settlement.............coov.ovvveeevvenenennn. 1,816 5,862 5,725 442
Utilities Tax. 5121 7,078 5,565 9,656 9,974 10,402 17,731 17,562 17,488 17,073
Courts Fines and Fees.. 24,673 22,114 23,234 23,218 22,845 21,917 21,021 20,167 18,914 19,488
Flexible Grant..........co.cocvevveeeeeeeeeeeeereeeeeeeeen 25,000 25,000
Other:
Corporate Returns 748 750 711 681 676 659 655 698 657 621
Interstate Vehicle Registrations 2,253 2,310 2,377 2,602 2,860 2,858 2,795 2,714 2,857 2,842
Motor Boat Registrations 1,779 1,847 1,757 1,600 1,747
Corporate Filing Fees..........c..cccoorvrnnn. 2,947 3,346 3,341 3,427 3,436 3,229 3,227 3,219 3,093 3,042
Interest on Surplus Funds...................... 174 75 1,250 3,754 3,201 5,978 2,990 181 324 2,885
Reimbursement of Indirect Costs. 6,671 5,675 5,511 4,255 4,094 4,903 5,100 4,184 4,215 6,151
Miscellaneous 44,258 40,409 32,403 32,917 27,877 26,192 29,991 26,266 24,516 25,821
SUBLOLAL oo, 1,105,363 1,072,766 1,037,822 1,057,682 959,217 953,090 896,324 799,703 727,306 693,667
Net Medicaid Enhancement
Revenues (MER). . 149,831 116,979 98,208 85,217 74,230 70,411 67,502 54,268 101,983 116,614
Recoveries 20,374
SUBLOLAL oo 1,275,568 1,189,745 1,136,030 1,142,899 1,033,447 1,023,501 963,826 853,971 829,289 810,281
Other MER Transferred to/(from)
Uncompensated Care Pool.. 35,143 16,594 16,263 12,966 12,915 15,839 9,204 43,482 (10,483) 152,552
Total Unrestricted Revenue .. $1,310,711 $ 1,206,339 $ 1,152,293 $ 1,155,865 $ 1,046,362 $ 1,039,340 $ 973,030 $ 897,453 $ 818,806 $ 962,833

(1) Beginning in FY 1994, Securities Revenues were reported separately from the Insurance Tax.
(2) Beginning in FY 1998, Park Revenue was reclassified as Restricted Revenue.
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TABLE OF UNDESIGNATED FUND BALANCE

GENERAL FUND

FOR THE LAST TEN FISCAL YEARS

(Expressed in Thousands)

Fiscal Year Ended June 30

2004 2003 2002 2001 2000 1999 1998 1997 1996 1995
Balance, July 1 (Budgetary Method)......... $ 20,047 $ 23,309 $136,349 $ 62,450 $119,484 $131,367 $ 42,638 $ 11,356 $ 53,769 $ 66,462
Additions:
Unrestricted Revenue.............c.occevenea. 1,275,568 1,189,745 1,136,030 1,142,899 1,033,447 1,023,501 960,530 873,749 795,996 847,406
(1)Unrestricted Revenue - UCP................ 35,143 16,594 16,263 12,966 12,915 15,839 12,500 23,704 22,810 115,427
Total Unrestricted Revenue................. 1,310,711 1,206,339 1,152,293 1,155,865 1,046,362 1,039,340 973,030 897,453 818,806 962,833
Transfer from Other Funds.................... 9,161 517 3,358 1,787 778 2,334 1,051 1,062 3,374 692
Bonds Authorized and Unissued............ 5,130 (7,337)
Additional Lottery Transfer..................... 8,579
Other CreditS.......cooveveeeveeeieereeeeienns 821 35 247 48 214 7,541 5,348 51 436 1,054
Total Additions... 1,320,693 1,206,891 1,161,028 1,157,700 1,047,354 1,050,457 979,429 898,566 822,616 964,579
Deductions:
Appropriations Net
of Estimated Revenues:
General Government.........c.cceveeeeeveeenn. 248,390 233,118 228,190 227,278 226,440 203,368 185,447 185,695 175,145 192,018
Administration of Justice
and Public Protection.............ccveveu.... 168,515 163,516 161,406 154,450 149,503 136,298 128,992 109,324 107,573 99,498
Resource Protection
and Development.............cccccoeveveuenn. 41,673 41,161 41,511 38,764 37,753 38,483 37,238 35,071 40,256 37,479
Transportation............cceeeevereeesennnens 2,759 3,286 3,399 2,920 3,034 2,882 2,935 2,845 2,886 2,710
Health and Social Services.................. 589,392 516,550 498,534 242,393 242,442 218,549 212,160 205,796 203,716 214,601
EdUCAtioN.......eeeeeeeeeee e 247,543 265,552 242,657 175,520 166,644 156,335 154,785 124,941 119,970 122,203
Liquor COmmISSioN...............ccocevevrenne. 28,879 24,943 25,035 22,860 23,417 22,550 22,119 20,443 20,774 19,887
(2)Special Fund...........cccceeeeieereennne. 238,823 231,867 205,086 197,903 195957 195,011 207,410
SUBLOLAL ...t 1,327,151 1,248,126 1,200,732 1,103,008 1,081,100 983,551 941,579 880,072 865,331 895,806
Uncompensated Care Pool.................. 35,143 16,594 16,263 12,966 12,915 15,839 12,500 23,704 22,810 115,427
Health Care Transition Fund (HCTF)... 14,786 6,500 7,912 8,418
Total Appropriations Net
of Estimated Revenues.................. 1,362,294 1,264,720 1,216,995 1,115,974 1,094,015 999,390 968,865 910,276 896,053 1,019,651
Less: Lapses (57,491) (20,650) (26,179) (33,010) (22,913) (42,794) (24,105) (25,493) (25,973) (28,614)
Lapses - HCTF........cccoceveeeiiinnne (95) (342) (485) (6,415) (790) (12,861)
Total LapSes........cccceveveeevevererennnen. (57,491) (20,650) (26,179) (33,105) (23,255) (43,279) (24,105) (31,908) (26,763)  (41,475)
Net Appropriations.................ccc.c..... 1,304,803 1,244,070 1,190,816 1,082,869 1,070,760 956,111 944,760 878,368 869,290 978,176
Transfers to Other Funds..................... 65 872 280 398 595 965
Other DebitS........ccovevveveeeceeieieeieen 37 105 1,037 2,704 865 1,823 2,266 2,481
Transfer to (from) Fund Equity
Designation or Reserve Accounts (37,857) (33,917) 83,252 827 32,526 102,653 (55,205) (13,305) (7,122) (4,350)
Total Deductions..........cccveveveveeeeeeenns 1,266,983 1,210,153 1,274,068 1,083,801 1,104,388 1,062,340 890,700 867,284 865,029 977,272
Balance, June 30 (Budgetary Method)...... 73,757 20,047 23,309 136,349 62,450 119,484 131,367 42,638 11,356 53,769
GAAP Adjustments:
Receivables.........c.c.cooeeeveeeeeeeeeenn. 32,722 29,676 26,254 4,121 2,845 4,827 1,520 2,764 3,414 4,555
Accounts Payable and
Accrued Liabilities.........ccovvvverierennns (94,872) (88,271) (67,704) (44,552) (48,721) (62,191) (58,082) (53,199) (58,669) (56,777)
Transfer from General
to Liquor FUNd......cccoovevrieiereies (4,191) (4,324) (3,148) (2,738) (2,686) (3,628) (3,677) (3,180) (2,942) (2,523)
Transfer from General
to Special Fund..........cccocoevieiiiinene (9,833) (9,889) (27,488) (26,127) (29,207) (10,531) (34,133)
Elimination Bonds Authorized..............
Additional Transfers (to)
from Reserve Accounts..................... 37,857 (83,347) (31,004) (3,602) 38,960 13,221 35,109
Total GAAP Adjustments..........cccevveuennenn (66,341)  (25,062) (44,598) (136,349) (58,451) (119,484) (89,968) (43,862) (55,507) (53,769)
Year-End Transfer to Education to cover..
Advances (Negative Cash Balance)... 7,871 5,015 (16,580)
Balance (Deficit), June 30 (GAAP)............ $ 15287 $ $ (37,869) $ $ 3,999 $ $ 41,399 $ (1,224) $ (44,151) $

() UCP =Uncompensated Care Pool

(2)Infiscal year 2002, the special fund, which was used to capture federal grants and state match, was combined with the general fund.
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TABLE OF UNDESIGNATED FUND BALANCE

EDUCATION FUND

FOR FISCAL YEARS 1999 TO 2004

(Expressed in Thousands)

Fiscal Year Ended June 30,

2004 2003 2002 2001 2000 1999 Description
Balance JUly L........cooovvvevvveeivicieeciceeieiennan $ $ $ $ 66,348 $ 124,783
Additions
Unrestricted Revenue
Statewide Property TaX........ccocvverirennens 443,350 452,997 454,135 417,964 417,975 $4.92/1,000, retained locally
Statewide Property TaX......ccccoveeerereene 29,844 32,666 28,987 24,194 24,150 $4.92/1,000 , not retained locally
Utility Property TaX.......coocovvvererenenennens 20,160 18,834 18,170 15,621 31,167 $6.60/1,000
BPT Increase... 41,000 37,100 32,645 15,800 22,400 1.5% increase from 7% to 8.5%
BET INCrease.......cccevveveuveiienincnieeeeen 116,900 121,400 101,215 36,700 54,100 .50% increase from .25% t0.75%
Meals & ROOMS.......ccevvvririiiirieniiienins 6,875 6,701 6,604 6,859 6,350 Extension of 8% tax to motor vehicle rentals
Real Estate Tax Increase ...........c.ccco..... 47,515 39,426 33,073 29,735 28,231 $2.50 increase from $5.00/1000 to $7.50
Tobacco Tax Increase...........ccocevvennnnne. 28,582 26,977 23,968 25,356 26,649 $0.15/pack increase from $0.37 to $.52
Tobacco Settlement... 40,000 40,000 40,000 38,745 37,750 Annual payment
Initial Tobacco Settlement Payment........ 16,000 One-time payment
Lottery Proceeds..........ccccvveenveniiecnnens 73,745 66,569 66,125 59,348 61,517 Net Profit
Other ..o 175 2,924 Interest
Total Revenue..........ccccveveveeieeincnnns 847,971 842,670 804,922 670,497 729,213
Formerly Revenue Sharing, Foundation Aid &
General Fund Budgeted Appropriations...... 62,590 83,420 65,690 40,559 39,584 Kindergarten Aid
Total Additions.........ccocceviverveiciiieee, 910,561 926,090 870,612 711,056 768,797
Deductions
Appropriations
Adequate Education Grant...................... 451,640 443,873 426,523 406,817 406,817 State Education Grant Disbursed by State
Adequate Education Grant...................... 443,350 452,997 454,135 417,964 417,975 State Education Grant Retained Locally
Total Grants........cccoeceveeveveeinineneeees 894,990 896,870 880,658 824,781 824,792
DRA-Hardship Grants............cccccovveeeninens 5,000 5,000 769 1,162
DRA-Property Tax Relief.........cccccoovrnine 7,700 GAAP Adj. for Low & Moderate Income Relief
DRA-Tax Relief Admin...........ccccccooeeiis 200
DOE-Kindergarten Aid...........ccc.cceevrnennnn. 2,625 1,972 950
DOE-Admin. & Computers...........ccocueenunes 169
Total Appropriations..........c.cocevvieeennens 902,690 904,495 887,630 825,550 827,273
LESS LAPSES....cvveriiiieiiiirieienieieiaeniens (438) (25) (41)

Net Appropriations 902,690 904,495 887,192 825,525 827,232

Current Year Balance...........ccccoeevvveiiieennns 7,871 21,595 (16,580) (114,469) (58,435)

End of Year Transfers From(To)
General Fund........ccccocoviiiiiiiicnene,

FY 2000.......cciiiieieenieeeee e $ 124,783  Beginning Balance from Education Betterment
FY 2001......cciiiiiiieiiiiiiieeeec e 48,121 Chapter 158 : 42 Laws of 2001

FY 2002......cciiiiiieiiee e 16,580 Eliminate Negative Cash

FY 2003.....ccciiieieeeeeeeeee e (16,580) Reimburse Prior Year Transfer

FY 2003. (5,015) Eliminate Current Year Surplus

FY 2004 (7,871) Eliminate Current Year Surplus

Balance June 30........cccevrerieienieieieeeiens $ $ $ $ $ 66,348 $ 124,783
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TABLE OF UNDESIGNATED FUND BALANCE
HIGHWAY FUND

FOR THE LAST TEN FISCAL YEARS

(Expressed in Thousands)

Fiscal Year Ended June 30

2004 2003 2002 2001 2000 1999 1998 1997 1996 1995

(4271) $ 6227 $ (18274 $ (7,346) $ 1454 $ 7439 $ 11001 $ (2903) $ 8299 $ 1,050

Balance (Deficit), July 1 (Budgetary Method)....

Additions:
Unrestricted Revenue:. .
Gasoline Tax . 129,863 124,221 121,665 119,507 116,050 119,863 115,517 111,001 107,025 102,053
MOLOF VERICIE FEES...nmmoe oo 89,934 87,725 83,715 72,066 69,882 66,320 64,452 62,449 60,174 59,462
o O 8,270 4,737 6,343 8,872 8,344 10,544 9,263 10,090 10,709 8,405
Total Unrestricted REVENUE.......oveeeeeoeooo 226,067 216,683 211,723 200,445 194,276 196,727 189,232 183,540 177,908 169,920

Bonds Authorized and Unissued...............ccccccceueeee.

£ Other CrEdits .........ovveoerveeereeeeeeeeeses e 19,436 1,202 767 43 370
Total AAIIONS. v 226,067 216,683 231,159 200,445 195,478 196,727 189,999 183,583 177,908 170,290
Deductions:
Appropriations Net of
Estimated REVENUES. .....o.veee oo 235,021 238,453 229,962 222,593 214,021 211,816 200,378 175,814 193,270 168,799
LESS: LAPSES *....ecooeeeoeeeeeereeeeeeeeeeseeeeseseeeeeseeeeen (16,677) (13,133) (23,149) (14,064) (24,607) (16,656) (8,322) (7,717) (6,534) (7,038)
Net APPrOPrations............cc.vvevrreeresesreesreseenenan 218,344 225,320 206,813 208,529 189,414 195,160 192,056 168,097 186,736 161,761
Bonds Authorized and Unissued.. . - 13,309 5,736
Other Debits. N 389 1,861 (155) 2,844 1,555 1,816 1,505 1,582 2,374 1,280
Total DEAUCHIONS ..o 218,733 227,181 206,658 211,373 204,278 202,712 193,561 169,679 189,110 163,041
Balance, June 30 (Budgetary Method)...................... 3,063 (4,271) 6,227 (18,274) (7,346) 1,454 7,439 11,001 (2,903) 8,299
GAAP Adjustment:
RECEIVADIES.......oooooovveeoseeseeeee e 119 1511 360 271 1,596 269 404 934 317 777
Accounts Payable and
ACCIUEM LIabIlIIES.......vvvvvvevvevrereeeeee e (12,644) (9.851)  (10,696) (8,414) (9.956) (9,131) (9,735) (9,803) (8,567) (9,707)
Bonds Authorized

and Unissued (13,309)  (19,045)  (19,045)  (19,109)  (19,142)

Total GAAP AdjUSIMENLS............veeeveererrererresennes (12,525) (8,340) (10,336) (8,143) (8,360) (22,171) (28,376) (27,914) (27,359) (28,072)

Reclassification of Designated Balance..................... 39,732 42,962
(9.462) $ (12,611) $ (4,109) $ (26417) $ (15706) $ (20,717) $ (20,937) $ (16913) $ 9470 $ 23,189

Balance (Deficit), June 30 (GAAP)....

* FY 2002 - Other Credits of $19,436 represents local revenue in excess of estimates accumulated over several years.

** FY 2002 Lapse increases by $6.3 million for close out of Federal Funds and related state match.



TABLE OF UNDESIGNATED FUND BALANCE
FISH AND GAME FUND

FOR THE LAST TEN FISCAL YEARS
(Expressed in Thousands)

Fiscal Year Ended June 30
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2004 2003 2002 2001 2000 1999 1998 1997 1996 1995
Balance, July 1 (Budgetary Method)..... $3,616 $3,324 $3599 $4,277 $5464 $5006 $4,310 $4,068 $4,539 $3,999
Additions:
Unrestricted Revenue............ccccceeuvee.e. 9,164 8,924 8,374 8,230 7,928 8,158 7,923 7,397 6,769 6,819
Other CreditS........cccoeveereeninieieeee 507 939 806 811 878 742 847 791 871 640
Total Additions...........ccceveenineennn. 9,671 9,863 9,180 9,041 8,806 8,900 8,770 8,188 7,640 7,459
Deductions:
Appropriations Net of
Estimated Revenues 10,651 10,593 10,545 10,238 10,419 8,809 8,350 8,311 8,413 7,502
LeSS: LaPSES.....ccvieiueriiriienieaienienieens (3,127) (1,024) (1,131) (667) (426) (479) (276) (385) (302) (730)
Net Appropriations............cccceeeueee. 9,524 9,569 9,414 9,571 9,993 8,330 8,074 7,926 8,111 6,772
Other Debits.......cccoviieiirieeec, 2 41 148 0 112 0 20 0 147
Total Deductions...........cccecveviennene 9,524 9,571 9,455 9,719 9,993 8,442 8,074 7,946 8,111 6,919
Current Year Balance 147 292 (275) (678) (1,187) 458 696 242 (471) 540
Balance, June 30 (Budgetary Method). 3,763 3,616 3,324 3,599 4,277 5,464 5,006 4,310 4,068 4,539
GAAP Adjustment:
Receivables..........cccooeviniiiiinninnnn, 289 229 299 152 160 438 211 128 124 102
Accounts Payable and
Accrued Liabilities...........cccooereenenne. (3,279) (1,216) (1,027) (1,036) (1,178) (1,238) (1,325) (1,182) (1,120) (871)
Total GAAP Adjustments................ (990) (987) (728) (884) (1,018) (800) (1,114) (1,054) (996) (769)

Balance, June 30 (GAAP).......cccovvenun.

$2,773 $2629 $2596 $2,715 $3,259 $4,664 $3,892 $3,256 $3,072 $3,770
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SCHEDULE OF REVENUE BOND COVERAGE RATIO
TURNPIKE SYSTEM REVENUE BONDS
FOR THE LAST TEN FISCAL YEARS

(Expressed in Thousands)

Net Revenue

Direct Available Debt Service Requirements
Gross Operating For Debt Coverage
Fiscal Year Revenues* Expenses* Service Principal Interest Total Ratio
2004 66,463 26,568 39,895 8,300 15,565 23,865 1.67
2003 67,086 24,505 42,581 7,765 16,984 24,749 172
2002 66,218 23,877 42,341 9,415 17,037 26,452 1.60
2001 63,981 21,352 42,629 6,785 18,567 25,352 1.68
2000 63,034 22,064 40,970 6,645 19,807 26,452 1.55
1999 59,257 18,794 40,463 5,817 16,469 22,286 1.82
1998 58,033 16,352 41,681 6,063 15,615 21,678 1.92
1997 55,714 17,231 38,483 5,653 15,944 21,597 178
1996 53,231 17,024 36,207 5,348 16,247 21,595 1.68
1995 51,670 17,336 34,334 4,416 16,462 20,878 1.64

* - Amounts as defined in Turnpike System Bond Resolutions.



RATIO OF GENERAL LONG-TERM DEBT TO ASSESSED VALUE

AND GENERAL LONG-TERM DEBT PER CAPITA

FOR THE LAST TEN FISCAL YEARS

(Expressed in Thousands)
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Q) ) ) Ratio Of
General General Long- General Long-

Assessed Long-Term Term Debt To Term Debt

Fiscal Year Population Value Debt Assessed Value Per Capita
2004 1,305 $ 135,082,810 $ 648,492 0.48 $ 497
2003 1,288 131,148,359 629,461 0.48 489
2002 1,275 114,813,249 682,389 0.59 535
2001 1,259 99,073,654 628,406 0.63 499
2000 1,236 86,703,541 592,110 0.68 479
1999 1,201 76,154,469 645,907 0.85 538
1998 1,186 70,239,891 617,525 0.88 521
1997 1,173 65,331,719 661,353 1.01 564
1996 1,161 62,883,249 663,286 1.05 571
1995 1,146 61,338,431 646,316 1.05 564

Sources:

(1) U.S. Dept. of Commerce, Bureau of the Census, reflects the most current available data for all years represented (2004 estimated).
(2) New Hampshire Department of Revenue Administration (2004 estimated). Equalized evaluation.

(3) Includes all General Obligation Bonds Payable of the Primary Government.

DEMOGRAPHIC STATISTICS

FOR THE LAST TEN FISCAL YEARS

€y @) ©)
Per Capita Unemployment

Year Population Income Rate
2004 1,305,000 $ 36,147 3.9%
2003 1,288,888 34,702 4.1
2002 1,275,000 34,276 4.5
2001 1,259,000 35,086 2.9
2000 1,236,000 33,332 2.8
1999 1,201,000 31,325 2.6
1998 1,186,000 29,596 2.7
1997 1,173,000 27,613 3.2
1996 1,161,000 26,042 4.4
1995 1,146,000 25,008 3.9

Sources:

(1) U.S. Dept. of Commerce, Bureau of the Census, reflects the most current available data for all years represented (2004 estimated).
(2) U.S. Dept. of Commerce, Bureau of Economic Analysis, reflects the most current available data for all years represented (2004 estimated).
(3) New Hampshire Department of Employment Security, Economic and Labor Market Information Bureau.
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NUMBER OF BUILDING PERMITS FOR HOUSING UNITS
FOR THE LAST TEN CALENDAR YEARS

Building Permits Issued
By Number of Units

Single Multi-

Fiscal Year Family Family Total
2004* 6,615 2,355 8,970
2003 6,043 1,729 7,772
2002 6,383 1,539 7,922
2001 5,608 543 6,151
2000 6,097 583 6,680
1999 5,696 630 6,326
1998 5,310 461 5771
1997 4,598 806 5,404
1996 4,233 693 4,926
1995 4,105 318 4,423

Source: U.S. Department of Commerce, Bureau of the Census.
* Data is annualized based on activity through July 2004

Largest Employers
(Excluding Federal, State and Local Governments

Primary
New
Hampshire
Company Employees Site Principle Product
1. Wal-Mart Stores INC.......cccccvveeeeveeicnvennnnn, 8,530 Multiple Retail Department Store
2. Dartmouth Hitchcock Medical Center......... 7,100 Hanowver Acute Care Hospital
3. Demoulas & Market Basket....................... 5,800 Multiple Supermarkets
4. Hannaford Brothers-Shop & Save............... 4,700 Multiple Supermarkets
5. Shaw's Supermarkets InC..............cccvvueee. 4,600 Multiple Supermarkets
6. Dartmouth College........ccccoovveveieeiiiiinnnnen, 4,074 Hanover Private College
7. BAE SYStEMS....coovviieiiiiiiiiiiiiieeeeeeee e, 4,000 Nashua Communications
8. Liberty Mutual...........cccoovvvereeeniiiiiee. 3,829 Multiple Financial Senices
9. Fidelity Investments...........cccccvvvvvereeenennnns 3,349 Merrimack  Financial Senices
10. HOmMeE DEPOt.......cvvvieveieeeeiiiiiiieieee e 2,500 Manchester Hardware Products
11. Concord Hospital.........cceeeevviiciviniineeeeenn, 2,487 Concord Hospital
12. Elliot Hospital........coooeeeiiiiiiiiiieiieeee e, 2,098 Manchester  Acute Care Hospital
13. Southern New Hampshire Medical Center... 1,800 Nashua Acute Care Hospital
14. Verizon Communications.............cccceeeeeennn. 1,750 Multiple Telecommunications
15. Osram Sylvania..........ccccceeeeeeeeieiccivnneennn. 1,735 Hillsboro Light Sources
16. Hewlett-Packard CoO........cccccceevvvvvvvvnnnnnnnnn. 1,700 Nashua Computer
17. Sears at Fox Run Mall............ccccovveeeeeennn. 1,626 Newington  Home and Automotive Products
18. N.H. International Speedway...................... 1,500 Loudon Motor sports Facility
19. St. Joseph Hospital........ccccveeevviiiiinnnennnnn. 1,500 Nashua Acute Care Hospital
20. Freudenberg-NOK........ccccceeeeiviiiiniiieeeeennn, 1,469 Bristol Manufacturer

Source: New Hampshire Business Review/Book of Lists 2004
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